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A Banker's Diary 


THE statistical information given in the Federal Reserve Bulletin, already 
extremely adequate, has been further improved by the addition of several 
new series of figures, including monthly figures of adjusted 

U.S. deposits, currency in circulation and clearings. From one 
Monetary of the new tables, the following picture of the expansion in 
Expansion deposits and currency in the United States has been compiled : 


MONETARY EXPANSION IN UNITED STATES 


Total 
x Demand Currency Deposits 
December Deposits rime Outside and 
\djusted! Deposits? Banks Currency* 
$m $m $m $m 
1929 22,809 28,189 3,557 54,713 
L933 15,035 21,715 1,782 42,548 
1930 25,433 25,301 5,510 57.351 
193 ‘ 23,9059 20,2165 5,035 50,039 
1938 25,98! 6,305 5.775 58,955 
1939 29,7903 27,059 6,401 64,099 
1940 34,945 27.73° 7,325 70,701 
1941 35,9002 27,729 9,015 79,231 
1942 45,916 25,437 13,940 99,701 
1943" 59,900 32,300 18,300 123,500 
' Includes demand deposits, other than interbank and U.S. Government, /ess cash items in 
process of collection 2 Including mutual savings banks and postal saving system 3 Sum of 
previous columns plus U.S. Government deposits. ! November 


It will be seen that the total volume of money almost exactly doubled between 
the end of 1939 and November 1943. This expansion has, of course, been 
associated with a substantial increase in Government debt, which at the end 
of December last had reached a total of $168,700 millions, including $60,600 
millions held by the commercial banks and $11,500 millions by the Federal 
Reserve Banks. It is estimated that by. the middle of 1945 the debt will 
amount to $258,000 millions, indicating that “ the current rate of financing 
will not have to be varied materially over the next eighteen months. 


IN our March issue our contributor, Dr. Paul Einzig, questioned the effective- 
ness in the long run of the policy followed by the Indian authorities of stabilizing 
the price of gold by official sales at a pegged price, while 
Speculative leaving the silver market completely free. A rise in silver, 
Boom in he pointed out, would lead to a revival of the inflationary 
Bombay mentality which the gold sales were designed to combat 
This in turn would accentuate the hoarding demand for gold, 
especially as this metal would have been rendered relatively cheap, by com- 
parison with silver, as a result of the stabilization policy. To prevent a run- 
away rise in gold, in consequence, the authorities might be called upon to 
unload very large quantities of gold, without succeeding in allaying the 
speculative fever so long as the price of silver was being driven up by the 
hoarding demand. In short, as he said, a situation threatened to arise in 
which the beneficial effects of the gold stabilization sales ‘‘ might be reduced 
if not altogether neutralized 
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This situation actually materialized at the beginning of April, when the 
price of silver rose to new record levels. As a result, the demand for gold 
broadened so considerably that the authorities were compelled, in order to 
conserve their stocks, to withdraw their peg and allow the metal to find its 
own level. Official sales were then resumed, but on a tender basis. After 
a temporary reaction, prices in the latter half of the month were again at 
peak levels, with silver at Rs. 143 and gold at Rs. 76 15a. 


OnE unforeseen result of the Bombay boomlet has been a move by South 
African producers to share in the benefit of the very high price being paid 
by hoarders and speculators in India and the Middle East. 
The Price Hitherto, the nominal benefit of the “‘super-premium ”’ paid 
of Gold on limited amounts of gold in Eastern markets has accrued 
to this country. This nominal profit cannot, however, be con- 
sidered in isolation but only as part of the general arrangements for sharing the 
cost of the war between different members of the Empire. And as is well 
known, the net effect of these arrangements is that South Africa, devoting a 
relatively small proportion of her resources to the war effort, has been able 
to pay off the whole of her external debt and to repatriate a great deal of 
mining capital, while on the other hand this country has lost the bulk of its 
investments in India, built up over many years, and in addition has incurred 
a sterling debt to that country of several hundred million pounds. 


Under the uncertain and artificial conditions of wartime, hoarders may be 
prepared and permitted to pay fancy prices for relatively small quantities of 
gold. But it is quite obvious that this kind of demand would not suffice 
over a period to keep the industry going on its present scale. In asking to 
participate in this fortuitous hoarding boom, therefore, the South African 
producers are really asking for the best of both worlds. 


Mr. Hofmeyr has stated that the gold purchase agreement with the Bank 
of England has worked to South Africa’s advantage. While the Bank has 
first call on the Union’s gold, it pays at the London price, even though delivery 
may be effected in Cape Town or Durban. Thus, South Africa is relieved 
of realization charges, which during a certain period of the war at least would 
have amounted to considerably more than the pre-war margin of 3s. 2d. an 
ounce. As a result of this arrangement, the gold realization fund has ac- 
cumulated something like {10 millions. 


THE extent of the recent use of names including “ Bank,” “ Bankers ’’ or 
“ Banking ’’ by companies formed since 1923, it is pointed out in the clearing 
bank Memorandum to the Cohen Committee, is reflected by 

A Two _ registrations in the years 1930-42 (inclusive) of 160 such 
Shilling companies, of which only four were public companies. As 
Bank many as 145 represented either “ (a) nominee or trustee or 
holding companies of existing banks, or new banking and 

financial concerns ostensibly justified in their choice of title in the broader 
sense though not necessarily being concerned with deposit banking, or 
(b) companies whose right to employ one of these words in their title arises 
from their association with place or family names.’’ Of the remaining fifteen 
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(representing a total nominal capital of £180,400), eight have become casualties 
while: ‘six of the remaining seven are in arrears with their return of allot- 
ments or their annual returns, one has a paid-up capital of 2s., another of 25s., 
and hardly one of them would have passed any test officially prescribed for 
‘banks.’ ” 


Distribution THE Memorandum also contains an analysis of nominee 
of Nominee holdings carried out by one of the clearing banks, which 








Holdings _ gives the results shown in the following table : 
Category Total Per cent. 
Residents outside U.K. i ae es ae 13,317 « 18.38 
Stock Exchange Brokers and Jobbers as - os a 6,224 8.59 
Insurance and Trust Companies .. aa aid va - 2,798 3.86 
Security : oa 8,085 11.16 
(a) Fac ilitation of Stock E xchange purchases and sales a } 5,890 8.13 
(b) Convenience due to absence abroad . ‘ wa 
As Executors and Trustees under Wills and Settlements or 35,705 49.28 
Unidentifiable purposes which could embrace concealment . 437 0.60 
Total .. oe ee es ee 72,450 100.00 








It should be noted that this classification “‘ does not take into account any 
succeeding layers of further trusteeship, which may well become multiple 
in many cases before the real beneficial ownership is reached (e.g. holdings 
for foreign banks, for stock exchange firms or for trustees and executors).” 
Subject to this qualification, it is striking to observe that nearly half of the 
total holdings were for executors and trustees under wills and settlements, 
and less than 1 per cent. for unidentifiable purposes. 


In 1943, Argentina’s foreign trade showed the record export surplus of 
$1,242.5 millions, exports recording an increase of 22 per cent., while 
Argentine imports dropped to their lowest level for a decade and on a 
Export per capita basis were the lowest since 1903. The returns for 
Surplus 1943 and 1942 are summarized in the following table : 


ARGENTINE TRADE (MILLIONS OF $ PAPER) 


Total Trade Trade 
Trade with U.K. with U.S. 
1943 1942 1943 1942 1943 1942 
Exports .. rr 2184.7 1789.0 702.6 601.0 498.8 510.6 
Imports .. ei 942.2 1274.4 194.5 231.4 179.3 397-4 
Export Surplus .. 1242.5 514.6 508.1 369.6 319.5 113.2 


It will be seen that United States shipments to the Argentine were more 
than halved by comparison with 1942, and although Argentine exports to 
the United States also declined slightly, the favourable balance in terms of 
dollars was almost trebled. Shipments from this country were also somewhat 
lower than in the previous year, but Argentine exports to the United Kingdom, 
in value terms, rose by more than $100 millions. Asa result of the decline 
in British and American shipments, Brazil stepped into first place as a source 
of supply for the Argentine, with exports to that country of $201.3 millions. 
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THE impression that the trend of advances is now once again on the upgrade 
for the first time since the war began is further strengthened by the March 
clearing bank returns, which show a jump in this item of 
Advances {19.5 millions, compared with {15.1 millions in the corre- 
Up Again sponding month last year. From the low point of £724.0 
millions touched in November last, there has now been a 
recovery on balance of nearly £50 millions, against a net increase of only 
{13.6 millions over the corresponding period twelve months earlier. Some 
increase in advance is, of course, a normal feature at this season in connection 
with tax payments, and it has also been suggested that the new lending 
policies foreshadowed in the chairmen’s annual statements may already have 
been implemented on a scale sufficient to affect the figures. It will be recalled 
that in announcing the recent special appointment of Mr. Alexander Woods, 
the Midland Bank stated that some requests for rehabilitation loans had 
already been granted. Nevertheless, it is not necessary to look for any new 
sources of demand for bank accommodation to explain the reversal of the 
advances trend, which would be sufficiently accounted for by a natural decline 
in the stream of repayments of pre-war loans. 


RATHER unexpectedly, in view of London’s “Salute the Soldier Week,” 
investments show a further decline on the month of nearly £5 millions, making 
a cumulative fall of £30.7 millions from the peak level of 
T.D.R.s £1,166.9 millions touched in November. The explanation is 
at Record that, although the savings week began on March 25, the 
Level making-up dates of the banks were too early to reflect any 
purchases in support of the campaign. The March figures 

thus show the position with the decks fully cleared for action. 


Feb. Change on: 

1944 Month Year 

£m. £m. £m. 
Deposits .. os ee 3,988.2 + 91.4 + 446.3 
Cash es ee eis 423.4 + 9.2 + 40.9 
Call money i in 154.8 + 5.2 + 15.5 
sills aa ii sie 113.1 — 10.4 — 59.4 
pt ae -" 1,331.0 + 67.0 + 447.5 
Investments “ os 1,136.2 — 4.8 a 3.8 
Advances aa ae 792.2 + 19.5 — 4-4 


On the assets side, it will be seen, the principal movement was again a large 
increase in T.D.R. holdings, this time to a new record level. Once again, this 
movement had its counterpart to some extent in an offsetting decline in 
bills discounted, which were only very slightly above the record low level of 
{111.5 millions touched in February 1942. 


SINCE March 1939, as is shown by the table overleaf, the combined bill holdings 
of the clearing banks have declined by {£77 millions, and their total money 
market assets by {64 millions, notwithstanding an increase 

The in the outstanding Treasury bill issue of no less than {£804 
Decline millions. Over the four war years, from March 1940 to March 

in Bilis 1944, the decline in bill portfolios has been £223 millions, 
while money market assets as a whole have fallen by £209 

millions. Yet over this period there has been an expansion 
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of as much as £439 millions in the outstanding tender issue. 


Clearing Bank 


Money Outstanding 

March Bills Market Tender T.B. 
Discounted Assets Issue 
£m. £m. £m. 
1939... we 190 332 366 
1940 7 sa 336 477 731 
1941 os Aa 194 326 845 
1942 ee ae 163 299 905 
1943... a 172 312 975 
1944 .. Ar 113 268 1,170 


On balance, the whole of the additional bills issued, as well as a large slice 
of those formerly held by the clearing banks, have been absorbed, partly by 
other domestic institutions, but for the most part by overseas countries as a 
repository for their continued accumulations of sterling balances. This is, 
however, only part of the story. There would have been no need for so severe 
a decline in the banks’ money market assets if the authorities had been content 
to finance rather less of the current deficit in the form of Treasury deposit 
receipts and rather more in the form of Treasury bills. 

Indeed, the figures given above for the outstanding tender issue probably 
over-state the true expansion quite considerably, as for some time past sub- 
stantial amounts of the bills nominally outstanding at any time must in fact 
have found their way into official hands in advance of maturity as a result 
of special buying. And except on special occasions, such as the turn of the 
year or half-year, the occasion for this special buying has been the need to 
provide the banks with sufficient credit to enable them to take up Treasury 
deposit receipts in excess of the authorities’ actual requirements for short-term 
borrowing. 


THERE are at last some indications of a reversal of this policy. During April, 

the weekly offer was increased within a fortnight from {90 millions to {110 

millions, and if issues are maintained at the latter level this 

Tender will permit an expansion over a period of thirteen weeks of 

T.B. Offer {260 millions in the tender issue, to £1,430 millions, compared 

Increased with the peak of £1,210 millions touched hitherto. Such a rate 

of increase would obviously permit a welcome replenishment 

of the banks’ bills portfolios. But the recovery would only be maintained on 

two conditions : further increases in the weekly offer must be made to keep 

pace with the increase in the sterling balances of overseas countries ; and the 

T.D.R. call must be kept down to a level which the banks are able to meet 
without a compensating reduction of other items in the assets structure. 


” 


ONE rather disappointing result of the ‘‘ Salute the Soldier ’’ campaign is 
that it has done very little to check the steady growth in the note circulation, 
as will be seen from the table overleaf. In the fortnight to 

Growth April 12—Easter Monday was on April 10—withdrawals 

of Note amounted to close on {19 millions, compared with only {10 
Circulation illions over the Easter period last year. Over the five weeks 
to April 26, the expansion this year was £30.9 millions, com- 
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pared with {24.7 millions in the corresponding period of 1942 : 
ANALYSIS OF BANK RETURNS 


Note Bankers’ Government 
Circulation Deposits Securities Reserve 
March 22 i “s 1,093.6 198.8 193.3 57.1 
si 29 a = 1,104.6 188.8 186.0 40.0 
April 5 oe aa 1,119.2 166.8 189.4 31.4 
= 12 és iia 1,123.5 168.2 198.8 27.0 
19 ‘i o* 1,120.8 177-4 196.6 29.9 


By all indications, another increase in the fiduciary issue will be needed well 
before the August Bank holiday. Between the end of March and the August 
peak last year, the expansion in the note circulation amounted to {45.2 millions 
—and the Banking Department’s reserve of notes on March 29 last amounted 
to exactly {45.6 millions. 


FOLLOWING their conversion to a public company in July 


Smith 
St. Aubyn last, Smith St. Aubyn & Co. have now published their first 
Balance Sheet balance sheet, as at March 31 last: 
Issued 
Fully 
Authorised Paid 
SHARE CAPITAL: £ £ £ 
300,000 5% Cumula- Bills (including Bills Re-dis- 


tive Redeemable 
Preference Shares 
of {1 each 


counted) and _  Short-dated 
Bonds Ka ‘ 
British 


22,077,008 


300,000 300,000 Govern- 


270,000 6% #£Non- ment Securities 6,276,185 
Cumulative Prefer- Dominion Govern- 
ence Shares of {1 ment Security. . 301,500 


6,577,085 








each ‘ 270,000 270,000 





50,000 Or di inary Sundry Accounts 37,374 
Shares of £1 each. 50,000 45,000 Cash at Bank and in hand 277,900 
£620,000 615,000 
Capital Reserve 90,000 
General Reserve oa 115,000 Note.—Of the above, Assets 
Liability in respect of Loans and to the Book value of 
Deposits (including Rebate, In- £27,327,911 have been 
vestment Reserve, Profit and deposited with Bankers 
Loss and Sundry Accounts) . 26,843,525 and others as Security 
Bills re-discounted (not including) against Loans. 
Treasury Bills .. 1,306,442 
£28,969,967 £28,969,967 








It will be observed that the securities item stands in almost exactly the 
accepted eight-to-one ratio to the company’s resources of £820,000. The 
short-dated bonds included in the bills item are presumably the Conversion 
2 per cents. which mature on June 30, 1945. The balance-sheet total of 
£28,967,000 compares with a total of £46,590,000 shown by Cater Brightwen 
in their balance sheet for April 30, 1943. While the figures of five units of 
the market are now available to the public, the value of the information 
contained in the additional two balance sheets is considerably reduced by the 
fact that they are not compiled as at the end of the year, and cannot therefore 
be aggregated with those of the three leading houses. 
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FOLLOWING his appointment as chairman of the Southern Railway, 
Col. Eric Gore-Browne has resigned the chairmanship of Glyn Mills, 
though he remains on the board. The new chairman and 
Glyn Mills’ Managing director is Lt.-Col. F. M. G. Glyn, who formed 
New the subject of the frontispiece to our issue of June 1942. 
Chairman He is deputy-chairman of the Bank of London and South 
America and a director of the Royal Bank of Scotland, as 
well as of the London Midland and Scottish Railway, Liebigs Extract of 
Meat Co. and other companies. Lt.-Col. Glyn, who was in the “Hertfordshire 
Regiment at the outbreak of war and was later assigned to special duties, 
has been released from his military duties. He has been for some time a 
managing partner of Glyn, Mills and Co. and is a member of the Advisory 
Council of the Export Credits Guarantee Department. Lt.-Col. Glyn is heir 
presumptive to Lord Wolverton. 





The New Currency Plan 


IVEN the wide divergence between the American and the British 
(_j2ppreach to currency questions, it is a remarkable achievement to have 
produced a plan acceptable in principle to the experts of the United 
Nations as a whole. All concerned deserve the highest praise for this successful 
outcome to what must have been very difficult negotiations. There can be 
no question that the International Monetary Fund scheme represents an 
enormous advance over any of its predecessors except perhaps the original 
Keynes Plan, which it is now obvious never stood any chance of general 
acceptance. If the desirability in principle of a multilateral scheme is accepted 
—as it is accepted by all responsible economic opinion—+then it would be 
impossible to find a plan with greater potentialities for good and fewer 
potentialities for harm than the Monetary Fund scheme. 

In particular, it contains all the safeguards which any reasonable person 
could ask for against the dangers which have rightly been foreseen in any 
more rigid multilateral scheme. Its most valuable feature is an entirely 
new provision for placing part of the responsibility for adjustments on the 
shoulders of surplus instead of deficit countries. Like the White Plan, the 
Monetary Fund scheme envisages that some currencies may become scarce 
and have to be rationed; but it provides that once this happens, other 
members become entitled to resume complete freedom of action in relation 
to the affected currency. They are allowed to curtail imports from the country 
concerned and “ to restrict and regulate exchange transactions, so as to keep 
their pure hases in terms of the affected currency within the limits of their 
ability to pay. 

This is obviously the appropriate technical remedy and one which goes 
straight to the heart of the trouble. It provides all the protection that is 
needed against any member of the system which persistently under-imports 
or fails to prevent periodic slumps in its national income—the chief bugbears 
of any multilateral system. Given this insulating power, no country need 
fear that it will be compelled to follow a deflationary policy internally, or be 
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driven to erect barriers against imports as a whole, for the sake of meeting 
its obligations to a creditor country whose currency is scarce. And this pro- 
cedure further emphasizes that the country running an unbalanced creditor 
position, if it wishes to export freely, always has the remedy in its own hands ; 
ithas only to follow an expansionist policy at home, or to lend more abroad, 
and its currency will cease to be scarce and the restrictions imposed by other 
countries against its exports be automatically removed. By reserving the 
use of exchange restrictions (on current account) for the only situation in 
which they are needed as a defensive measure, the Monetary Fund scheme 
would do much to promote the lowering of barriers in normal trade. 

The second valuable feature of the new plan is the elasticity of its pro- 
visions for effecting changes in parities. Indeed, it is significant that the 
international organization is no longer called a “‘ Stabilization’ Fund. Beyond 
an initial variation of 10 per cent., which may be made unilaterally, any 
further change in parity would require the approval of the Fund. But the 
decision would be given by a simple majority, instead of by 80 per cent. of 
the member votes, as under the White Plan. Moreover, the Fund is required 
to approve any change which is needed to correct a fundamental disequilibrium 
and must “‘ accept the domestic, social or political policies of the country 
applying for a change as facts of the situation to be accepted and not criticized.” 
In joining the Fund, in other words, no country accepts any obligation to 
renounce internal policies that would make it difficult to maintain a particular 
tate of exchange. On the contrary, it can demand as of right that it should 
not be tied to an over-valued parity. Members agree to renounce competitive 
depreciation, but no obstacle is raised against depreciation where this could 
restore (instead of disturb) general equilibrium, as a consequence of variations 
in the trend of wages and other prices between different countries. And in 
the event of disagreement, any member is at liberty to withdraw without 
notice and without penalty. 

Whether a scheme on these lines can hope to secure the acceptance of the 
American Congress, as well as of the American monetary experts, remains 
to be seen. But it is certainly wholly acceptable from the British viewpoint. 
Even on this side, there will be some who will cavil even at the minimum of 
international discipline involved in this plan. It is undoubtedly important 
that the scheme, when it comes into effect, should be operated in the ex- 
pansionist spirit which its provisions imply. One can imagine, for example, 
an important group of countries, desiring to maintain an undue fixity of rates, 
combining to oppose a change in rates by denying the existence of a “ funda- 
mental disequilibrium ’’ where one in fact exists. But on this point there is 
always the simple objective test whether a country’s exchange resources do 
or do not continue to decline. Again, some may fear that our authorities 
might at some time feel compelled in fact to follow a deflationary policy to 
avoid the necessity for a depreciation that might be resented by the United 
States or other countries. That would be a regrettable choice of policy, 
but it would be a purely internal decision taken at the time and with reference 
to all the facts. There is nothing in the machinery of the Fund which commits 
us to any such policy in advance ; and no machinery could ever change the 
basic fact that in matters affecting other countries it will always be necessary 
to take into account the international reactions of any decision which may 
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be made. 

Some people, on the other hand, may be inclined to doubt whether so 
extremely elastic a scheme can hope to serve any useful purpose. They may 
feel that it partakes too much of the easy-going nature of the pre-war Tripartite 
Agreement—of which Prof. Robertson has suggested that it continued to be 
called Tripartite, although there were ultimately seven signatories, for the 
reason that one had to try to remember its existence, notwithstanding the 
successive devaluations of the franc. It may be said that those devaluations, 
or some of them, could have been avoided, given the control over capital 
movements envisaged in the present plan. Unlike the Tripartite Agreement, 
too, this plan does not leave changes of parity purely to unilateral decision 
but recognizes that any such change necessarily affects other countries, who 
have a right to be consulted. The fear of a rebuff from international opinion, 
as represented by the Fund, should exert a powerful pressure on members 
to act reasonably ; while, conversely, the complete liberty of members to 
withdraw if they are not satisfied should induce the Fund to act reasonably. 
In this way, the plan would undoubtedly render valuable service in promoting 
the orderly exchange regime which is a necessary foundation for an orderly 


post-war world. 
Text of the Plan 


Sufficient discussion of the problems of international monetary co-operation 
has taken place at the technical level to justify a statement of principles. It 
is the consensus of opinion of the experts of the United and Associated Nations 
who have participated in these discussions that the most practical method of 
assuring international monetary co-operation is. through the establishment 
of an International Monetary Fund. The principles set forth below are 
designed to constitute the basis of this Fund. Governments are not asked 
to give final approval to these principles until they have been embodied in 
the form of definite proposals by the delegates of the United and Associated 
Nations meeting in a formal conference. 


I. Purposes and Policies. 


The Fund will be guided in all its decisions by the purposes and policies 
set forth below: (1) To promote international monetary co-operation through 
a permanent institution which provides the machinery for consultation on 
international monetary problems. (2) To facilitate the expansion and balanced 
growth of international trade and to contribute in this way to the maintenance 
of a high level of employment and real income, which must be a primary 
objective of economic policy. (3) To give confidence to member countries 
by making the Fund’s resources available to them under adequate safeguards, 
thus giving members time to correct maladjustments in their balance of 
payments without resorting to measures destructive of national or inter- 
national prosperity. (4) To promote exchange stability, to maintain orderly 
exchange arrangements among member countries, and to avoid competitive 
exchange depreciation. (5) To assist the establishment of multilateral pay- 
ments facilities on current transactions among member countries and the 
elimination of foreign exchange restrictions which hamper the growth of 
world trade. (6) To shorten the periods and lessen the degree of disequilibrium 
in the international balance of payments of member countries. 
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II. Subscription to the Fund. 


(1) Member countries shall subscribe in gold and in their local funds 
amounts (quotas) to be agreed, which will amount altogether to about $8 
billion if all the United and Associated Nations subscribe to the Fund (corre- 
sponding to about $10 billion for the world as a whole). (2) The quotas may 
be revised from time to time, but changes shall require a four-fifths vote, 
and no member’s quota shall be changed without its assent. (3) The obligatory 
gold subscription of a member country shall be fixed at 25 per cent. of its 
subscription (quota) or 10 per cent. of its holdings of gold and gold-convertible 
exchange, whichever is smaller. 


Ill. Transactions with the Fund. 


(1) Member countries shall deal with the Fund only through their Treasury, 
Central Bank, Stabilization Fund or other fiscal agencies. The Fund’s 
account in a member’s currency shall be kept at the Central Bank of the 
member country. (2) A member shall be entitled to buy another member’s 
currency from the Fund in exchange for its own currency on the following 
conditions : (a) The member represents that the currency demand is presently 
needed for making payments in that currency which are consistent with the 
purposes of the Fund. (d) The Fund has not given notice that its holdings 
of the currency demanded have become scarce in which case the provisions 
of VI, below, come into force. (c) The Fund’s total holdings of the currency 
offered (after having been restored, if below that figure, to 75 per cent. of 
the member’s quota) have not increased by more than 25 per cent. of the 
member’s quota during the previous twelve months, and do not exceed 200 
per cent. of the quota. (d) The Fund has not previously given appropriate 
notice that the member is suspended from making further use of the Fund’s 
resources on the ground that it is using them in a manner contrary to the 
purposes and policies of the Fund ; but the Fund shall not give such notice 
until it has presented to the member concerned a report setting forth its 
views and has allowed a suitable time for reply. The Fund may in its dis- 
cretion and on terms which safeguard its interests, waive any of the conditions 
above. (3) The operations on the Fund’s account will be limited to transactions 
for the purpose of supplying a member country on the member’s initiative 
with another member’s currency in exchange for its own currency or for gold. 
Transactions provided for under 4 and 7, below, are not subject to this limita- 
tion. (4) The Fund will be entitled at its option with a view to preventing a 
particular member’s currency from becoming scarce: (a) To borrow its 
currency from a member country ; (b) to offer gold to a member country in 
exchange for its currency. (5) So long as a member country is entitled to 
buy another member’s currency from the Fund in exchange for its own 
currency, it shall be prepared to buy its own currency from that member 
with that member’s currency or with gold. This requirement does not apply 
to currency subject to restrictions in conformity with IX (3) below or to 
holdings of currency which have accumulated as a result of transactions of 
a current account nature effected before the removal by the member country 
of restrictions on multilateral clearing maintained or imposed under X (2) 
below. (6) A member country desiring to obtain directly or indirectly the 
currency of another member country for gold is expected, provided that it 
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can do so with equal advantage, to acquire the currency by the sale of gold 
to the Fund. This shall not preclude the sale of newly-mined gold by a gold- 
producing country on any market. (7) The Fund may also acquire gold from 
member countries in accordance with the following provisions : (a) A member 
country may repurchase from the Fund for gold any part of the latter’s 
holdings of its currency. (b) So long as a member’s holdings of gold and gold- 
convertible exchange exceed its quota, the Fund in selling foreign exchange 
to that country shall require that one-half of the net sales of such exchange 
during the Fund’s financial year be paid for with gold. (c) If at the end of 
the Fund’s financial year a member's holdings of gold and gold-convertible 
exchange have increased, the Fund may require up to one-half of the increase 
to be used to repurchase part of the Fund’s holdings of its currency so long 
as this does not reduce the Fund’s holdings of a country’s currency below 
75 per cent. of its quota or the member’s holdings of gold and gold-convertible 
exchange below its quota. 


IV. Par Values of Member Currencies. 


(t1) The par value of a member’s currency shall be agreed with the Fund 
when it is admitted to membership and shall be expressed in terms of gold. 
All transactions between the Fund and members shall be at par subject to a 
fixed charge payable by the member making application to the Fund ; and all 
transactions in member currencies shall be at rates within an agreed percentage 
of parity. (2) Subject to 5, below, no change in the par value of a member's 
currency shall be made by the Fund without the country’s approval. Member 
countries agree not to propose a change of parity of their currency unless they 
consider it appropriate to correct a fundamental disequilibrium. Changes 
shall be made only with the approval of the Fund subject to the provisions 
below. (3) The Fund shall approve a requested change in the par value of a 
member’s currency if it is essential to correct a fundamental disequilibrium. 
In particular, the Fund shall not reject a requested change necessary to 
restore equilibrium because of domestic social or political policies of the 
country applying for a change. In considering a requested change, the Fund 
shall take into consideration the extreme uncertainties prevailing at the time 
the parities of currencies of member countries were initially agreed upon. 
(4) After consulting the Fund a member country may change the established 
parity of its currency provided the proposed change inclusive of any previous 
change since the establishment of the Fund does not exceed I0 per cent. 
In the case of application for a further change not covered by the above and 
not exceeding 10 per cent., the Fund shall give its decision within two days 
of receiving the application if the applicant so requests. (5) An agreed uniform 
change may be made in the gold value of member currencies, provided every 
member country having 10 per cent. or more of the aggregate quotas approves. 


V. Capital Transactions. 


(1) A member country may not use the Fund’s resources to meet a large 
or sustained outflow of capital and the Fund may require a member country 
to exercise control to prevent such use of the resources of the Fund. This 
provision is not intended to prevent the use of the Fund's resources for capital 
transactions of reasonable amount required for the expansion of exports or 
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in the ordinary course of trade, banking and other business. Nor is it intended 
to prevent capital movements which are met out of a member country’s own 
resources of gold and foreign exchange, provided such capital movements 
are in accordance with the purposes of the Fund. (2) Subject to VI, below, 
a member country may not use its control of capital movements to restrict 
payments for current transactions or to delay unduly the transfer of funds 
in settlement of commitments. 


VI. Apportionment of Scarce Currencies. 


(1) When it becomes evident to the Fund that the demand for a member 
country’s currency may soon exhaust the Fund’s holdings of that currency, 
the Fund shall so inform member countries and propose an equitable method 
of apportioning the scarce currency. When a currency is thus declared 
scarce, the Fund shall issue a report embodying the causes of the scarcity and 
containing recommendations designed to bring it to an end. (2) A decision 
by the Fund to apportion a scarce currency shall operate as an authorization 
to a member country, after consultation with the Fund, temporarily to restrict 
the freedom of exchange operations in the affected currency and, in determining 
the manner of restricting the demand and rationing the limited supply amongst 
its nationals, the member country shall have complete jurisdiction. 


VII. Management. 


(rt) The Fund shall be governed by a board on which each member will 
be represented, and by an executive committee. The executive committee 
shall consist of at least nine members including representatives of the five 
countries with the largest quotas. (2) The distribution of voting power on 
the board of directors and the executive committee shall be closely related 
to the quotas. (3) Subject to II (2) and IV (5), all matters shall be settled 
by a majority of votes. (4) The Fund shall publish at short intervals a state- 
ment of its position showing the extent of its holdings and of member currencies 
and of gold and its transactions in gold. 


VIII. Withdrawal. 


(1) A member country may withdraw from the Fund by giving notice in 
writing. (2) The reciprocal obligations of the Fund and the country are to be 
liquidated within a reasonable time. (3) After a member country has given 
notice in writing of its withdrawal from the Fund, the Fund may not dispose 
of its holdings of the country’s currency except in accordance with the arrange- 
ments made under 2, above. After a country has given notice of withdrawal 
its use of the resources of the Fund is subject to the approval of the Fund. 


IX. The Obligations of Member Countries. 


(1) Not to buy gold at a price which exceeds the agreed parity of its 
currency by more than a prescribed margin and not to sell gold at a price 
which falls below the agreed parity by more than a prescribed margin. (2) Not 
to allow exchange transactions in its market in currencies of other members 
at rates outside a prescribed range based on the agreed parities. (3) Not to 
impose restrictions on payments for current international transactions with 
other member countries (other than those involving capital transfers or in 
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accordance with VI, above) or to engage in any discriminatory currency 
arrangements or multiple currency practices without the approval of the Fund. 


X. Transitional Arrangements. 


(1) Since the Fund is not intended to provide facilities for relief or re- 
construction or to deal with international indebtedness arising out of the war, 
the agreement of a member country to III (5) and IX (3), above, shall not 
become operative until it is satisfied as to the arrangements at its disposal 
to facilitate the settlement of the balance of payments differences during 
the early post-war transition period by means which will not unduly encumber 
its facilities with the Fund. (2) During this transition period member countries 
may maintain and adapt to changing circumstances exchange regulations 
of the character which have been in operation during the war, but they shall 
undertake to withdraw as soon as possible by progressive stages any restrictions 
which impede multilateral clearing on current account. In their exchange 
policy they shall pay continuous regard to the principles and objectives of 
the Fund; and they shall take all possible measures to develop commercial 
and financial relations with other member countries which will facilitate 
international payments and the maintenance of exchange stability. (3) The 
Fund may make representations to any member that conditions are favourable 
to the withdrawal of particular restrictions or for the general abandonment 
of restrictions inconsistent with IX (3), above. Not later than three years 
from the coming into force of the Fund any member still retaining any re- 
strictions inconsistent with IX (3) shall consult the Fund as to their further 
retention. (4) In its relations with member countries the Fund shall recognize 
that the transition period is one of change and adjustment and in deciding 
on its attitude to proposals presented by members it shall give the member 
country the benefit of any reasonable doubt. 


The Change at the Bank of England 
By Paul Einzig 


N April 6, 1944, it was announced that, acting on medical advice, Mr. 
CO) iontase Norman had decided to relinquish the Governorship of the 
Bank of England, and that the Court of Directors would elect Lord 
Catto to succeed him. This announcement came as a surprise to all but the 
few initiated who were aware that, notwithstanding his remarkable recovery 
from his recent attack of pneumonia, Mr. Norman’s health was far from 
satisfactory. The City and the general public expected him to resume his 
duties after a period of convalescence, and to carry on until the termination 
of the war, in accordance with the decision taken in September 1941. Indeed, 
in many quarters it was believed that Mr. Norman would even remain in 
office into the ‘“‘ reconstruction period.”” Quite possibly this assumption would 
have proved correct, had it not been for the state of Mr. Norman’s health. 
And while his policy has met with strong disapproval in many quarters, even 
his opponents will deplore the circumstances that forced him to give up his 
life’s work. 
During his illness there was already much discussion in political and business 
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circles about the choice of his successor. Various names were mentioned, but 
in well-informed quarters Lord Catto was always considered to be the most 
likely choice. The decision of the Directors—taken presumably in agreement 
with, or possibly on the initiative of, the Treasury—was received with universal 
satisfaction. Even those who would have liked to see someone more radical 
in charge, realised that in existing circumstances that was out of the question, 
and that, given the inevitability of appointing to the post a more or less 
orthodox banker, the choice of Lord Catto was better than any possible 
alternative. 


To a very high degree, Lord Catto fulfils the requirements prescribed by 
century-old tradition. It is true that at the moment when the decision was 
taken he was not a Director of the Bank and not even a merchant banker, 
having relinquished all his directorships when he joined the Treasury in 1940. 
Since, however, he was a partner of the banking firm of Morgan Grenfell, 
and for a short time was a Director of the Bank, he is technically eligible under 
the unwritten rules. And his is one of the few names which is regarded with 
full approval by financial and business circles, without antagonising the Left. 
What is equally important, among leading bankers he is the only one with 
Treasury experience. He will be able to understand the Whitehall point of 
view in Threadneedle Street and to represent the City point of view in 
Whitehall. 


In many ways, the new Governor’s personality is in sharp contrast with 
that of his predecessor. After Mr. Norman’s picturesque figure, he may appear 
outwardly the conventional representative of the Upper Ten of finance. Yet 
his rise to prominence has been one of the most romantic City careers of this 
generation. And even though Mr. Norman has been one of the strongest 
personalities of this generation, those who know Lord Catto are satisfied that 
he is made of equally hard steel. While Mr. Norman’s name has been a house- 
hold word over the five continents—it would be no exaggeration to say that, 
apart from Mr. Churchill and perhaps Mr. Eden, he is the best-known English- 
man abroad—his successor’s name is hardly known outside the City. But 
this is because of his genuine dislike of publicity and his avoidance of any 
act or gesture that he is spectacular. His important role in the planning of 
the country’s war finances since 1940 has been almost entirely ignored by the 
Press and the general public. Only those with inside knowledge have been 
aware that his influence behind the scenes has been second only to that of 
Lord Keynes. Between them, they elaborated a policy that enabled the 
Treasury to finance the war at a low cost and without producing any acute 
inflation. 

While Mr. Norman was fully alive to the high dignity of his office, his 
successor is expected to be much more unassuming, without relinquishing 
thereby one iota of the prestige of the Governorship. Lord Catto is likely to 
“ democratize ’’ his post, in accordance with the spirit of the times, and also 
with his amiable and accessible personality. The view has been expressed in 
more than one quarter that it will be difficult for him to live up to the reputa- 
tion created by Mr. Norman for the Governorship. Those who know him 
disagree with this view. They are convinced that Lord Catto would not 
emerge unfavourably from a comparison with any of his predecessors, whether 
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from the point of view of technical knowledge or of his broader economic 
background. 

The question is, has the change at Threadneedle Street any profound 
significance apart from its personal aspects? Will it entail any material 
change in the existing system or in present or future policy ? Many people 
are inclined to attach special significance to the fact that at the moment of 
his election Lord Catto was in the service of the Treasury. Does his choice 
for the Governor’s post mean that henceforth the Governors will be appointed, 
in substance if not in form, by the Treasury, instead of being elected by the 
representatives of the merchant banking community ? Lord Catto’s succession 
to the Governorship does not in itself create a precedent to that effect. After 
all, as was pointed out at the beginning of this article, technically he fulfils 
the traditional requirements that qualify for Governorship. (The fact that 
he has never been a member of the Treasury Committee of the Bank is of no 
significance from this point of view.) Moreover, the chances are that had the 
choice been left entirely with the Directors they would have selected him in 
any case. At the same time, it would be idle to deny that the trend of evolution 
points towards a high degree of permanent Treasury control over the Bank. 
In accordance with British traditions, however, the change is taking place 
without any substantial alteration of the existing outward forms of the system. 
From this point of view, the accident that Lord Catto happened to be highly 
suitable both from the point of view of the Treasury and of the City removed 
any necessity to depart from this tradition in the present instance. 

As to the effect of the change on the Bank of England’s wartime policy, 
it is safe to assume that there will be none. Ever since the outbreak of the 
war—indeed to be correct, ever since the suspension of the gold standard— 
the broad outlines of the Bank’s policy have been decided upon by the Treasury. 
From this point of view, it will make no difference whether the Governor is 
Mr. Norman or Lord Catto. Indeed, the chances are that Whitehall is more 
likely to listen to the latter than it did to the former during recent years. 
After all, Lord Catto has been advising the Treasury during the last four years, 
and the Chancellors of the Exchequer have acted largely on his advice. There 
is no reason to suppose that in future his advice will be ignored merely because 
he has moved from Whitehall to Threadneedle Street. 

As to post-war policy, it would be bold to express any definite opinion 
about the direction in which Lord Catto is likely to exercise his influence. 
There is reason to believe, however, that he is more adaptable than his pre- 
decessor was, and that his experience at the Treasury has enabled him to 
view the interests of the banking community from the broader point of view 
of the national interest. He will therefore be able to guide the banking com- 
munity in a direction that will be in keeping with the changed requirements. 
Indeed, there is every reason to hope that under his guidance the process of 
adaptation will be carried out successfully and to the satisfaction of all parties 
concerned. 
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The Cohen Committee Hearing 


SERVICE of great value to the banking community has been rendered 
Avy the evidence so ably presented to the Company Law Amendment 

Committee by Sir Charles Lidbury and by Mr. H. B. Lawson, of Lloyds 
Bank, for the Committee of London Clearing Bankers, and by Mr. Norman 
Hird and Mr. George Mackenzie on behalf of the General Managers of the 
Scottish Banks. After the conclusive exposition by the clearing banks— 
reproduced in full at the end of this article—of the legal and administrative 
difficulties of any radical interference with the nominee system, little more 
should be heard of any proposals for general disclosure of beneficial ownership. 
Secondly, whatever provisions may be laid down in the next Companies Act 
for more informative accounts from companies in general, it seems reasonably 
certain that banking concerns will be treated on a special footing. Thirdly, 
one cannot believe that the Committee will remain indifferent to the case so 
admirably put forward by Mr. Lawson for an amendment of the law relating 
to fraudulent preference which at present presses so inequitably on bankers 
and other innocent third parties. On many less important points also, the 
bankers’ views should help to produce useful. modifications. 

In a more general way, too, the evidence served a useful purpose in pointing 
out the folly of the assumption that seems to underlie so much current dis- 
cussion, namely that it is possible to produce a perfect world by legal enact- 
ment. The banks’ evidence, as will be shown later, embodies a number of 
positive and constructive recommendations for changes in the law. But Sir 
Charles Lidbury, in particular, made it more than clear that in the view of 
the banks the existing law works on the whole extremely satisfactorily, and 
that any attempt to tighten it still further might often place burdens on the 
vast majority of honest traders quite out of proportion to any gains that 
might be achieved. 

It is stated, for instance, that the experience of the clearing banks does not 
indicate any widespread use of inside knowledge by directors in the purchase 
or sale of shares. One notes with some surprise that on this point the evidence 
of the Scottish banks seems to be in flat contradiction. While expressing the 
view that the abuses are exaggerated, the Scottish Memorandum adds that 
“the system undoubtedly affords facilities for improper operations by un- 
principled directors and officials, and a solution should be sought other than 
by the abolition of nominee companies.” In his verbal evidence, however, 
Mr. Hird approached much more closely to the standpoint of the English 
banks, agreeing that the primary recommendation of the Scottish banks is 
that the law should remain as it is, and that their recommendations were 
intended merely as suggestions if the Committee itself should take the view 
that some alteration is needed. The proposal was that the rest of the United 
Kingdom might adopt the Scottish practice whereby non-beneficial holdings 
are designated in the company’s register as “ in trust,” without placing any 
responsibility on the company. Any interested party would be given the right 
to get from the shareholder concerned, on payment of an appropriate fee, a 
statement showing the parties on whose behalf the shares are held. The 
carefully thought out analysis contained in the clearing bank Memorandum 
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raises very considerable doubts whether any useful results could be secured 
along these lines. 

While the clearing bank approach affords a useful counterpoise to offset 
the inflamed zeal of some reformers, their scepticism of the possibilities of 
useful change does, on the other hand, seem occasionally to be carried to 
extreme limits. This applies particularly to the question of disclosure in 
company accounts. In their Memorandum, the banks themselves admittedly 
suggest that in the public interest the obligation to issue accounts might be 
extended to private companies, especially where these are subsidiaries of a 
public company, and also that a holding company should show the aggregate 
profits and losses of subsidiaries, in so far as these have not been brought into 
the accounts of the holding company ; while in reply to a question Sir Charles 
Lidbury agreed that the right to receive balance sheets might be extended to 
include profit and loss accounts. In general, however, Sir Charles expressed 
or implied so low an opinion of the value of information contained in documei.s 
circulated to the public as to draw from one member of the Committee the 
observation : ‘“‘ I was wondering when listening to certain observations you 
made to the Chairman what useful purpose you thought accounts served at all.” 

At various points in his examination, at any rate, he expressed the views : 
that the public never read a prospectus at all (Q. 4,528); that the identity 
of their fellow-shareholders is no concern of other shareholders (Q. 4,709), 
and concern about control largely a matter of mere idle curiosity without 
importance in the actual world ; that there is no reason why debenture-holders 
should receive accounts (Q. 4,711) ; and that neither shareholders nor creditors 
interest themselves in secret reserves (Q. 4,728). Indeed, Sir Charles held 
that the demand for informative accounts in general comes neither from 
shareholders nor from creditors but from ‘‘ people who live by writing about 
these things.’’ Unfortunately, no member of the Committee put the question 
how people can make a living by writing about things in which the public 
is not interested. To this, the only answer could be that in general they 
cannot; but that if they display greater interest than the general public in 
detailed information, it is because the financial Press accepts the responsi- 
bility of advising the public on investments and finds the present farcically 
uninformative company accounts quite inadequate to enable it to discharge 
that function properly. 

Without prejudging the question of disclosure in general, however, it is 
possible to make out a case for special treatment of banks, on grounds of 
expediency, if not of principle. This case was forcefully put by Sir Charles 
in the following salient passage (Q. 4,626) : 

“Bank accounts must be dominated by trends. They are affected by 
cyclical economic influences, by interest rates movements and by political 
fears and actualities both at home and abroad. One must not forget that 
these trends and influences may not attack each individual bank all in the 
same degree and all in the same year and that the disclosure of the results of 
those attacks if published for different banks would not be good for the body 
politic. . . Contingency accounts . . . have to take care of these influences 
and cyclical trends. These cyclical and other influences upon the 70 per cent. 
of the total assets of the Banks, and the changes brought about by them, 
are bound to play upon the contingency accounts which are ‘ inside ’ the banks. 
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It would, in my view, be inimical to the public interest that the changes 
(brought about by these trends and influences) should have their ephemeral 
effects upon the contingency accounts exposed to the public view—upwards 
and downwards, in different degree and in different years in different banks. 
In any event, the valuations and profits of banks are matters for estimation 
and for opinion. In banking accountancy, an annual review is far too short. 
It would be more reasonable to take five years; a banker’s view must 
necessarily be a long-term one both in reference to his investment portfolio 
and to his advances. I suggest none can be damnified by the present system 
unless bankers, in their balance sheets, paint too roseate a view. Auditors 
do not permit them to do that. The State gets its taxes—it must do. 
Creditors get security. Shareholders and members are not prejudiced in 
the long run and they have continuity of earnings. The employees are 
adequately paid. The public interest is perfectly served without any further 
direction by law as to the form and content of bank balance sheets and bank 
profit and loss accounts.” 

To rectify the present inequitable position under the law relating to 
fraudulent preference, the clearing bank memorandum suggests two alternative 
methods of amendment, designed in general to ensure that payment should 
be exacted from the person who has had the benefit of the preference and 
whom it was intended to prefer (i.e. the surety) and not from the innocent 
banker who, as one member of the Committee put it, “is the mere channel, 
through no fault of its own and with no power to prohibit the use of the 
channel, whereby the fraudulent preference is brought about.’’ One par- 
ticularly unfair aspect Mr. Lawson illustrated by means of a pro forma account, 
which showed a total amount paid into the bank, after the customer first 
formed his intention to prefer, of £230 more than the debt of £2,500 which 
he wished to repay ; and of that £230 the bank would have only {20 in hand 
to pay over to the liquidator. Under the decision in the Kushler case, Mr. 
Lawson pointed out, “‘ the bank were ordered to pay out what they had received 
after the date when the intention to prefer was formed, and no credit was 
given for the items which had been paid out of the account during that period.”’ 





Mr. Lawson urged that it was monstrously unfair that the bank should 
be held liable at all, but if it has to repay anything then it should be the amount 
of the debt at the time the intention to prefer was formed. In reply to a 
question, Mr. Lawson stated that fraudulent preferences are always sub- 
stantial in amount, ranging from perhaps {500 to £5,000 and, though not 
very numerous at present, are likely to increase. Mr. Hill Watson, in a series 
of questions, brought out the point that under Scottish law the bank would 
not have been asked to return the money, on the ground that “ there is always 
a recognized exception where a creditor takes the money, or whatever it may 
be, in the ordinary course of his business and, certainly, if he takes it in cash.” 


. Mr. Hill Watson also made the points that if the bank refused to take cheques 


for the credit of the account it would be guilty of a breach of contract, that 
the bank is bound to cancel the guarantee and release any collateral when 
the account passes into’ credit, and has no means of recovering the security 
once released. 

Other specific proposals include the following: On the positive side, the 
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banks recommend : 

(1) Provisional permission to deal. The Memorandum points out that to 
refuse permission to deal after a company has proceeded to allotment has the 
effect of leaving the public in possession of unmarketable securities—of letting 
the investor “‘in’’ and then “ keeping him in.’”’ It suggests that provisional 
permission to deal should be granted in advance of the issue of the prospectus, 
subject only to allotments being made upon a satisfactory basis. In his examina- 
tion, the Chairman suggested as an alternative that, where the prospectus 
states that application is being made for leave to deal, the company should 
be bound to cancel the allotments and return the money unless permission 
to deal were granted. Mr. Wilkinson, deputy-chairman of the Stock Exchange 
and a member of the Company Law Committee, asked whether the very 
uncertainty about obtaining a quotation might not be a deterrent on bad 
issues, and whether power to compel return of subscription moneys would 
not place immense powers in the hands of the Stock Exchange. In reply, 
Sir Charles emphasized again that if the investor is to have his money frozen 
indefinitely he is entitled to a “let out,’”’ and expressed the view that the 
Stock Exchange would be quite worthy of the powers suggested and capable 
of administering them. 

(2) Independent Transfer Office. S. 98 (1) of the 1929 Act, the Memorandum 
recalls, provides that a company’s register of members must be kept at the 
register office of the company and does not recognise delegation to an in- 
dependent registrar or transfer agent. Generally, either the law is broken, 
or the real register is called a duplicate or some other subterfuge is resorted to. 
In good hands, it is maintained, an independent transfer office may provide 
a safeguard for the company and its shareholders, and it is suggested that 
it would be in the public interest for the de facto position to be regularized 
by an amendment of the Section. In his verbal evidence, Sir Charles agreed 
that the secretary of the company should always be an individual (“‘ somebody 
to go to gaol, if necessary ’’) but held that in many cases one might be better 
off with a company as registrar. 

(3) Abolition of distinguishing share numbers. No really good purpose, the 
Memorandum argues, is served by the retention of share numbers, and great 
economies in labour would result from their abolition. Many companies have, 
of course, already taken action on these lines by the conversion of shares 
into stock, but this is possibly only in the case of fully-paid shares. Replying 
to Mr. Wilkinson, Sir Charles pointed out that the reserve liability applicable 
to a given holding of partly-paid shares could quite easily be traced without 
distinctive numbers. Mr. Wilkinson then suggested that in the Associated 
Automatic case (where shares were duplicated), there were hundreds of 
thousands of shares dealt in which would have made the Stock Exchange 
settlement without those distinctive numbers practically impossible. Sir Charles 
replied: ‘‘ If there were, say, 200,000 too many shares in issue the holders 
of the certified transfers (who were participating in the settlement of the 
shares which had no distinguishing numbers) would all have shared the loss. 
They would have been obliged to come to an arrangement so that the losses 
would have been spread between them.”’ 

(4) Certified Transfers. Certified transfers, the clearing bank Memorandum 
points out, are an essential part of the machinery for dealing in securities, 
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and under modern conditions it is impracticable for enquiries to be made 
regarding the authority, actual or ostensible, of the individual by whom the 
transfer is certified. “‘ We suggest, therefore that a company shall be made 
responsible for the correctness of all certifications of transfers issuing from 
the company’s or registrar’s office bearing the signature or initials or printed 
or facsimile signature of any director, official or employee either of the company 
itself or of the registrar or other appointed agent. . . . We also consider that 
a company which has certified transfers should have the right, and should 
also be under an obligation, to retain the share certificates pending the registra- 
tion of the relative certified transfers.”” Pointing out that certification is a 
voluntary act, the Chairman asked whether companies would continue to do 
it, if they were made liable even on forged transfers emanating from their 
office. Sir Charles replied that they would have to continue the practice if the 
Stock Exchange continued their existing rule. Explaining why the banks 
would go so far as to propose making the company liable on a printed or 
facsimile signature, Sir Charles pointed out that this is the form in which 
certification is done in practice. He agreed that companies might charge a 
fee to insure themselves against any additional risk. 

(5) Declarations of Solvency. In the opinion of the banks, based on some 
experience, S. 230 of the 1929 Act, permitting as new law a voluntary winding- 
up on a statutory declaration of solvency by the directors, has not worked 
well and ought to be reconsidered. The bank’s proposals are: (1) the declara- 
tion should not have unlimited validity in point of time but should be made 
at a meeting of the directors held before, but within 14 days of, the date on 
which ‘“‘ notices’ are sent out, (2) the declaration to be accompanied by a 
statement of assets and liabilities, and supported by an auditor’s certificate, 
and (3) a fresh declaration to be required if the debts have not been paid within 
12 months of the commencement of the winding-up. In his verbal evidence, 
Sir Charles approved a suggestion by the Chairman that it would be better 
to require the declaration to be made within, say, 21 days of the passing of 
the resolution, rather than within 14 days of the sending out of notices, since 
the meeting might be adjourned. He characterized as ‘“‘ monstrous ”’ the 
suggestion of another witness that the directors should be made responsible 
for the debts of the company if the declaration did not prove justified within 
12 months, unless the Court held they had reasonable grounds for making it. 
If severe sanctions of this kind were imposed, Sir Charles argued, no director 
would take the responsibility of signing a declaration; he agreed that a 
pecuniary penalty might be quite a good deterrent, but added: “I do not 
think the penalty is much good when the peccant statutory declaration has 
already had its harmful effect. I want the evil stopped.” 

On the negative side, the banks declared ‘themselves against : 

(1) Further Information on Prospectus. In particular, Sir Charles felt it 
would be quite impracticable to insist on a statement of the general nature 
of the material contracts. That is already a Stock Exchange requirement, 
but no lawyer would undertake to summarize them in a prospectus, with all 
the penalties attaching to that. To secure time for an intending investor 
to peruse the contracts by leaving the lists open for, say, seven days, would 
produce a flood of applications to the better issues with which the banks would 
find it difficult to cope. 
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(2) Vetting of Prospectuses. Suggestions have been made, the memorandum 
points out, that all prospectuses should be subjected to the prior approval 
of a “‘ vetting ’’ committee, either governmental or unofficial. Clearing banks 
are not convinced that this would be preferable to the existing arrangements : 
“The danger of setting up controls by ‘ vetting’ committees to relieve 
the investing public of its responsibility to exercise its own judgment is 
obvious. Banks believe that they should resist any suggestion that they 
should, either officially or unofficially, associate themselves with a body 
responsible for giving a ‘ hallmark’ to new issues; they are not investment 
specialists ; nor are they gifted with the power of forecasting the success or 
failure of entirely new ventures. The existence of a government department 
or other body responsible for authorizing new issues would, of course, relieve 
banks of difficult decisions in borderline c cases presented to them, but ma- 
chinery leading to delays in operation and to excessive precautions and to 
the undue cramping of initiative might have injurious effects upon what 
used to be the freest and most efficient long- term capital market of the world.” 

(3) Banks as Debenture Trustees. To provide that banks should not act 
as trustees where they are also lenders, the Memorandum argues, would give 
rise to impossible situations: for example, the company might be in credit 
when appointing the bank as trustee and then avail itself of an overdraft 
limit. To legislate for the appointment of new trustees in such circumstances 
would in the banks’ opinion work unnecessary hardship, while to legislate 
against banks as trustees would deprive the debenture-holders of the security 
and the advantages which banks can offer. ‘‘ Conflict of interest is not un- 
known in the commercial world, and in our view it can safely be left to the 
good sense of banks to refuse or divest themselves of trusteeships in those 

cases where they feel that because of their banking relationships with the 
company they cannot faithfully discharge their duties as trustees.’’ In his 
verbal evidence, Sir Charles pointed out that banks were appointed as trustees 
for only 13 per cent. of debenture issues reported in the 4} years before the 
war (against 42 per cent. in the case of insurance companies) and that the 
bank trustee receives as remuneration no more than 6d. per cent. per annum 
on the capital involved, and this is payment for work, not for risk. Sir Charles 
argued strongly that it was quite reasonable for debenture trustees to protect 
the mselves by supplemental indemnities, more especially as they have no 
control over the assets charged nor any r right to interfere with the company’s 
business, since it is very difficult to intervene on “‘ jeopardy.” 

(4) Interested Directors. In the view of the banks, it would be a mistake 
to preclude directors by statute from voting in regard to any contract in which 
they are interested ; the matter should as at present be left to be settled in 
the Articles of Association. On the other hand, they feel that a reasonable 
degree of protection should be afforded to third parties, and propose that 
provisions similar to those of Clause 88 of Table A should be extended by 
statute to protect all persons acting in good faith. Replying to the Chairman, 
Mr. Lawson stated that banks have not made any losses under this head 
hitherto, but expect liquidators to make use of this technical rule in future. 
He pointed out that all public companies whose shares are dealt in on the 
Stock Exchange must have a rule prohibiting directors from voting but could 
see no reason why private companies should not be at liberty to contract out. 
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The present position is quite artificial for the reason that a director who controls 
a private company can get the sanction of a general meeting as a pure formality. 
yet there is considerable danger to third parties if the meeting is not held. 

(5) Interlocking Shareholdings. The intention of the 1929 Act in defining 
a subsidiary, the Memorandum points out, is easily defeated, since a company 
which controls another through a majority holding can evade the provisions 
of the Act by sub-dividing its shareholding with another subsidiary or sub- 
subsidiary. Subsidiaries, it is suggested, ‘“‘ might well be prohibited from acquir- 
ing shares in any holding or parent company which controls them.’’ In his 
examination the Chairman brought out the point that a special exemption 
would be required for bank nominee companies, which sometimes hold on 
behalf of customers shares in the parent bank. In reply to another question, 
Sir Charles approved the suggestion that subsidiaries holding shares in the 
parent concern might be prohibited from voting. 

A special point raised in the Memorandum of the Scottish banks deals with 
the position under S. 108 of the 1929 Act and its Sixth Schedule which 
requires a declaration of mortgages and charges of the kind required to be 
registered with the Registrar of Companies “or, in the case of a company 
registered in Scotland which, if the company had been registered in England ”’ 
would have required to be registered. The Board of Trade have ruled that a 
Letter of Agreement granted by a company in Scotland in respect of the 
deposit of the title deeds of their heritable property in Scotland should be 
shown in the annual return as a mortgage or charge, although it does not 
in fact constitute a charge over property in Scotland. The Memorandum 
argues that it is unreasonable that the responsible officials of a Scottish 
company should require to know the law of England as well as of Scotland 
before being in a position to make a proper annual return. While the specific 
submission is undoubtedly justified, it does suggest the question whether a 
valuable field for Company Law amendment, not hitherto touched upon by 
witnesses, might not be an eventual assimilation of the English and Scottish 
law on the subject. 


The Banks on the Nominee System 


ITH the omission of the statistical material discussed on Pp. 55/6, the 
W ratiowine is the text of that Section of the Memorandum submitted 

to the Cohen Committee by the Committee of London Clearing Bankers 
which deals with the subject of nominee holdings : 

The popularity of the “nominee system” is a clear indication of the 
convenience which it offers. The fact that abuses may, and do, occasionally 
arise does not justify any radical lateration unless it can be proved that : 

(i) the abuses are sufficiently numerous and serious to justify inconvenienc- 
ing investors ; 

(ii) the proposed remedy will not leave means of avoidance ; 

(iii) satisfactory alternative remedies for the abuses are not available. 

Bank nominee companies are not a class by themselves. They fall into 
the general category of registered holders who are not beneficial owners. 
Any legislative remedies applied to the supposed abuses of nominee holdings 
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should be applied to all registered holders who are not the beneficial owners, 
possibly descending through successive layers of nominee or trustee holdings 
until the true beneficial owner is reached. The use of nominees is not in general 
inimical either to co-shareholders or creditors of the company, whatever the 
original intentions of the Companies Act with regard to the register of members 
may have been. In the public interest there are, however, two grounds of 
criticism which have some validity : 

(aa) concealment of the identity of shareholders where, on grounds of 
public policy, full disclosure of the controlling interests is desirable or even 
necessary ; 

(bb) enablement of directors (and others) having an interest in and special 
knowledge of the affairs of a company to traffic in its shares without the 
restraint which a measure of publicity would exercise. 

The problem is to devise a means whereby abuses of the public interest 
may be prevented without legitimate business being unreasonably hampered. 
The banks (whether as trustees, nominees or mortgagees) have no objection 
in principle to machinery prov iding for disclosure, and would raise no objection 
to any reasonable means the Committee may conclude to be needful if satisfied 
that abuses are sufficiently widespread or potentially harmful to justify such 
remedial legislation. 

Suggestions have been made for the registration on the company’s share 
register (or a supplemental register) of all beneficial owners as well as legal 
owners and the inclusion of particulars of the former in the annual return 
of members and their shareholdings. This suggestion of the provision and 
maintenance of supplemental registers of names of beneficial owners would 
require that statutory obligation be laid upon all companies : 

(a) to prepare forthwith a supplemental register of beneficial interests by 
obtaining appropriate declarations from every existing shareholder, with 
further declarations to ascertain the true owner ; 

(b) to maintain such supplemental register by obtaining from all future 
transferees an appropriate declaration before any transfer is registered ; 

(c) to keep the supplemental register open to inspection on the same terms 
as the share register, and to include it in the annual return ; 
with further statutory obligations— 

(d) upon the existing shareholders to make full disclosure without regard 
to any obligation of secrecy, and 

(e) for the disclosure of all beneficial interests. 

(NoTE—This might entail several interests in the same shares simul- 
taneously, e.g. shares registered in the name of the XYZ Bank City Office 
Nominees L imited held to the order of XYZ Bank Limited (as mortgagees), 
who hold the shares to the order of a firm of stockbrokers who hold, in turn, 
for their client who is himself a trustee or nominee) : 

(f) upon trustees and nominees to notify changes in the directly underlying 
interests ; 

(g) upon beneficial owners to make declarations to the company not 
merely when a transfer of shares takes place but at any date when any change 
takes place in any beneficial interest ; 
and the statutory protection for— 

(h) the company itself and any person dealing in the shares, including 
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mortgagees, from being affected with notice of any entries in the supplemental 
register. 

The definition of beneficial interest in relation to settlements would present 
great difficulty. To require disclosure merely down to the names of the 
trustees of a settlement would afford a wide loophole for evasion, yet to provide 
that the names of all existing or possible future beneficiaries under the settle- 
ment should be given would be impracticable. 

Generally speaking, the registration of debentures and/or debenture stocks 
of public or private companies in the names of nominees or trustees does not 
give rise to any abuse and is hardly objectionable. Similarly, it is doubtful 
if there is need to call for disclosure of beneficial interests in the case of pre- 
ference shares unless such shares carry full voting rights. However, in order 
to be effective, legislative measures requiring disclosure would need to be 
equally applicable to every share of every company or corporation, whether 
formed under the Companies Act or not. 

Legal machinery in order to be effective would have to apply : 

(a) impartially to holdings in the names of trustees, mortgagees, nominee 
companies, individual nominees and private companies (who are in law 
principals and therefore beneficial owners but may, in reality, be nominees 
of or controlled by individuals) ; 

(0) retrospectively to existing registrations ; 
while to ensure compliance there must be sanctions or penalties sufficient 
to deter would-be defaulters. 

The statistics of existing registrations in the names of nominees of the 
Member Banks of the British Bankers’ Association, to which would have to 
be added registrations in the names of public and private trustees, nominees 
of insurance companies, stockbrokers and jobbers, indicate the magnitude 
of the work involved. The ascertainment and recording of beneficial interests 
(having regard to the successive layers of nominee and trustee holders) and 
changes therein, with due provision for the maintenance of records in such 
up-to-date condition as to be of real value for the purpose contemplated, 
would not appear to be a practical method of dealing with the problem. 

So far as the public interest is concerned, remedies in respect of the two 
points of criticism referred to earlier in this section of the Memorandum 
(see (aa) and (bb) ) do not necessitate the introduction and maintenance of 
supplemental registers and the wide disclosure of all beneficial interests dis- 
cussed above, but could be provided by far simpler, and possibly more effective 
means, VIZ. : 

As regards (aa) it might be made possible for the Board of Trade to obtain 
such evidence, whenever the public interest so requires, as will enable it to 
ascertain with certitude the beneficial ownership of any shares or debentures 
in any company or corporation. It does not necessarily follow that information 
so obtained by the Board of Trade should be made available for examination 
by members of the public. It should be permissible, and not obligatory, for 
the Board of Trade to publish or withhold such information. 

As regards (bb), if the Committee is satisfied that abuses are sufficiently 
widespread or potentially harmful to justify remedial legislation, then we 
suggest that directors should not be allowed : 

(i) to hold shares or stock in companies of which they are directors in 
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the names of nominees without disclosure to the board of Directors ; 

(ii) to be interested through any trusts, in any shares or stock in com- 
panies of which they are directors without disclosure to the Board of the names 
of the trustees and their exact interests in such shares or stock ; 

(iii) to buy or sell shares or stock of companies in which they are directors 
into or out of nominee names without disclosure to the Board; while 

(iv) a record of such holdings and interests, and of all changes therein, 
should be made in the minute books of the proceedings of the Board of Directors, 
and 

(v) a supplemental return should be filed with each annual return making 
available to the public view all the information thus required to be disclosed 
to the Board under (i), (ii) and (iii) above. This supplemental return should 
show the direct and indirect interests of all directors in shares or stock (whether 
capital or debentures) of the company : 

(a) at the beginning of the period; (b) at the end of the period; and 
(c) changes effected during the period ; covered by the annual return. 

Statutory protection, as suggested in (h) above, might be required for 
mortgagees and others. 

A point of some difficulty arises in connection with the grant, and vote, 
of proxies where shares are held in nominee names, more particularly in the 
names of bank nominees. Where a bank merely holds shares for one customer 
(and is not itself a beneficial owner) no conflict of interest ordinarily arises 
and no difficulty occurs, as the bank nominee company can act upon the 
instructions of the sole customer respecting the grant of proxies or refusal 
to vote. - Where, however, bank nominees hold shares in which several 
customers are interested, the position is unsatisfactory, as the several customers 
may not, and sometimes do not, wish to exercise voting rights in the same 
direction. Moreover, a trustee who holds shares for several trusts is in like 
case and may find it his duty to vote one block of shares one way and another 
block of shares in the opposite manner. This cannot, at present, be done in 
legal form. It is the member who votes (Sections 115 (1), 117 (1), 153 (2) ). 
Some companies allow shares to be held in separate accounts or under different 
addresses, but the shareholder is the same—/e is not two members. The 
difficulties which, under the law as at present constituted, exist could be dealt 
with by amendment of the quoted Sections of the 1929 Act and by the insertion 
of some provision in respect of resolutions which would over-ride existing 
provisions of Articles of Association in this particular regard. 

* * * * 


The following is the text of the evidence submitted on this subject in the 
Memorandum of the General Managers of the Scottish banks : 

From time to time representations have been made in Parliament and in 
the Press to the effect that, in view of the abuses to which the present system 
has given rise, shareholdings in the names of nominees should be abolished. 
These abuses are probably of much less extent than is supposed in some 
quarters, but the use of nominees—not necessarily nominee companies— 
undoubtedly affords facilities for improper operations by unprincipled directors 
and officials in Shares of their own Companies, and a solution of this should 
be sought other than by the abolition of nominee companies. 

The question of nominee holdings could be dealt with satisfactorily by 
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making it compulsory to have all holding of Shares which are not the property 
of the registered holder designated ‘“‘ in Trust ”’ in the Companies’ Register, 
this requirement being made applicable to existing as well as new holdings. 
This would necessitate a declaration from existing shareholders where a trust 
is fairly obvious and also in the case of every fresh transfer, but wartime 
regulations have accustomed the public to such declarations. At the same 
time, any interested party should be given the right to get from such share- 
holders a statement showing the parties on whose behalf the Shares are held 
on payment of an appropriate fee. It is thought that provisions on these 
lines would meet the objections taken to Nominee Holdings without duplicating 
Share Registers and involving Companies in questions with the real owners, 
while these provisions could not be objected to by the Nominees. An arrange- 
ment of this kind would involve the cancellation of Section 101 of the 1929 
Act. In view of the wide extension of the practice of appointing corporations 
as trustees, it would be a convenience to have Stock or Share Certificates 
earmarked with the name of the particular trust for which these are held. 
Frequently Trust Auditors make reference to the unsatisfactory nature of the 
existing practice which results in the production to them of Certificates in 
the name of the Trustee alone and covering amounts of Stock with which they 
are not concerned. 

If it is desired to compel disclosure of information in cases where existing 
Shareholders and transferees of Shares are not the beneficial owners the 
declaration above referred to could be filed at the Office of the Company. 


Consolidation of the Discount Market 


By a Special Correspondent 


HE retirement of Mr. Montagu Norman, it is interesting to observe, 
ii virtually coincided with the completion of a movement of which 
*™ he himself was the main inspiration and driving force: the effective 
consolidation of the London discount market. When, in the middle of 1941, 
the Bank intimated to the market that the time had come for the discount 
houses to take steps to concentrate themselves into fewer and more sub- 
stantial units, it was simply giving more pointed expression than usual to 
what had long been known to be the wish and policy of the Governor. The 
pointedness was significant ; but at that time most members of the market 
believed that the Bank’s policy could not be carried through with any rapidity 
unless accompanied by unpleasant draconian measures such as compulsory 
mergers and retirements of partners. In one sense, they were right, for con- 
solidation in its later stages has come about through a movement that few 
people could have foreseen at the beginning of the war. During the past twelve 
months or so, the probable post-war functions of the market have become more 
clearly discernible, and the result has been a substantial influx of new capital 
from quarters outside the market. With the exception of Seccombe, Marshall 
& Campion—obviously a special case—every dealer member of the market 
now has resources of at least £500,000; but in the later stages, consolidation 
has been achieved without concentration. Since the Bank intimation was given, 
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only two firms have disappeared and the absorption of one of these had 
already been planned. 

The manner of the dénouement will certainly have pleased the Bank, 
for the long-standing official desire to see a reduction in the number of discount 
houses reflected neither an antagonism to the market nor any belief (which 
elsewhere is not uncommon) that its period of usefulness is ending. On the 
contrary, Mr. Norman has always recognized, perhaps more fully than any 
other modern banker, the special value of the one unique feature of the London 
market. ‘‘ That essential link and cog in the machine,” he once declared, 
“invented and brought to perfection a side of business peculiar to the City 
of London, and unknown practically in other places, without which the City 
would never have reached the position of eminence which it undoubtedly 
has reached.’’ The Norman policy, which has not always been painless to 
individual members of the market, was in fact designed to ensure that functional 
changes, and changes of fortune and circumstance, did not harm its delicate 
mechanism. 

Mr. Norman’s long spell of office has, indeed, witnessed great changes of 
function, perhaps the most revolutionary of all, in a market which, over a 
century and a half of evolution, has altered its character more radically and 
more frequently than almost any other part of the financial machine. In 
the spring of 1920, when Mr. Norman first assumed the chair, he found a 
market which, in consequence of the war, had for the first time in its history 
become deeply involved in Government paper. The total volume of outstanding 
Treasury bills, which before 1914 was rarely more than £30 millions and often 
much less, stood in the region of £1,000 millions. Moreover, the unlimited 
daily ‘‘ tap’’—the wartime system of issue—continued to run for another 
twelve months, and carried the total in Ig21 to the (pre-1939) record level 
of £1,200 millions. Bill-dealing had become a very facile affair by contrast 
with the traditional business of dealing in commercial paper, which demanded 
of the dealer shrewd judgment, a wary eye, and a ripe experience of some 
hundreds of ‘‘names.’”’ Nor was the wartime legacy confined to Treasury 
bills. The market had already begun to dabble in gilt-edged, and though it 
did not reckon to run a portfolio in the modern sense, the large lines of high- 
interest Treasury Bonds available in the early post-war years afforded many 
opportunities for profitable jobbing operations. Moreover, the high level of 
money rates, with Bank rate “effective ’’ in the sense that discount rates 
rarely lost touch with it, assured an attractive margin on bills. 

Of all the corners of the City, Lombard Street seemed to offer the best 
chance of easy money with the minimum risk. The possibility that these 
abnormal conditions might not endure failed to check an influx of new money 
and new partners as demobilization proceeded. The expansionary trend was, 
moreover, unaffected by either the first post-war slump or the rapid (post- 
Cunliffe Minute) funding of Treasury bills. In 1922, two new firms were 
formed (Seccombe, Marshall & Campion, and Jessel Toynbee & Co.), 
followed by two more in 1924 and 1925 respectively (Brocklebank, Hoare & 
Brown, and Fairfax & Co.), bringing the total number of discount houses 
to twenty-four. This marked the limit in the growth in the number of separate 
firms, but the expansion of capital resources continued for another quin- 
quennium. The Macmillan Committee in 1931 stated the capital and reserves 
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of the three public companies and the four private companies as £7,840,000, 
with “‘ roughly £8,000,000”” for the remaining seventeen private firms and 
eight running brokers. This last estimate, as was pointed out in an article in 
THE BANKER in September 1938, was probably excessive : it would be more 
reasonable to put the 1930-31 resources of the twenty-four discount houses 
at {14 millions, excluding “ hidden ”’ reserves. This compares with an estimate 
for 1925, recently made by The Economist, of {10.5 millions. 

At its 1931 level, there is no doubt that the market was unduly swollen. 
From the purely quantitative standpoint, the expansion of the twenties was 
probably more justifiable than the critics usually admit. Once the immediate 
post-war deflation had been achieved, the funding of floating debt was more 
apparent than real: despite the repeated complaints of the market about 
the supposed funding, the volume of tender bills (ignoring seasonal fluctuations) 
was maintained with quite surprising stability at the not ungenerous level 
of around £500 millions. At the same time, the volume of commercial paper 
was slowly restored to proportions broadly comparable with those of 1914. 
Then, in 1929, came the first signs of the crisis in the primary commodity 
markets, followed by the collapse of international trade in and after 1931. 
In the space of two years or so, probably three-quarters of the market’s tradi- 
tional business, its commercial bill-dealing, wholly vanished. The resources 
and personnel which might have been appropriate in the conditions of 1928-29 
became grossly excessive in those of 1931. 

It was at this stage that the official policy of consolidation began to be 
actively pressed, though the broad goal of “‘ bigger, better and fewer ”’ discount 
houses had been known some years previously. The market itself did not at 
first recognize the need for change. True, the effects of the shrinkage in the 

volume of paper were accentuated by the cheap money policy, and a riot of 
competition among the clearing banks beat down the bill rate to a mere 
fraction of their minimum charge for market loans. But in the early phase 
the steep fall in discount rates gave the discount houses turnover profits 
which more than offset the current losses on running newly-purchased bills. 
Moreover, there was still the hope that the abnormalities of the world trade 
situation and the technical anomalies of the market situation would prove 
to be short-lived. Partly for these reasons, it is doubtful whether any of the 
subsequent changes resulted directly from the known wishes of the authorities. 
It was rather that, when changes were seen to be impending in particular 
firms for private or business reasons, the Bank was never slow to indicate 
its views of the form they should take, and always showed a strong preference 
for well-conceived mergers. In particular, if there was any likelihood that 
the retirement of a partner might involve a significant withdrawal of capital 
from a small firm, the Bank would be reluctant to approve the creation of 
what might prove to be a weak unit, and would suggest that the remaining 
partners should join forces with an existing firm or await an opportunity 
to merge with one in similar process of change. 

It is important, of course, since it is well known that the Bank has acted 
in this way, not to jump to conclusions in individual cases. Not all mergers 
have been governed by considerations such as these, and some of the changes 
would doubtless have occurred even if the Bank had been quite disinterested. 
With this caveat, it may be noted that the first wave of changes did not 
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occur until 1933, when it was led by the fusion of the old-established firms of 
King & Foa and White & Shaxson in April, followed a few months later by 
the retirement of Lyon & Tucker and Baker Duncombe & Co. Ltd. Except 
for the retirement of Henry Sherwood & Co. in 1936, there were no further 
changes for five years, and at one time it even seemed that the process of 
contraction might be complete. 

The reason for the pause was apparent. The rise in gilt-edged values and 
the general activity of the gilt-edged market in the early cheap money phase 
had again provided excellent scope for jobbing profits, and the larger houses 
also began to increase their investment portfolios. At first, howev er, these 
increases were not substantially financed by bank call money, for the tradition 
that the market was, and ought to remain, a bill market was very strong. 
Probably nobody recalled the fears of an early purist of the market t (and one, 
moreover, from Overend Gurney !) who declared that he could never have 
slept o’nights had his firm carried Government securities on borrowed money. 
But the feeling remained that bond business was not quite respectable for a 
discount house, unless the securities were financed by the firm’s own resources 
(or, if it were fortunate, by its unsecured deposits) ; and the clearing banks 
expected the market to use bonds as collateral only “ for mixing purposes.” 

The clearing banks, however, could not have it both ways: they declined 
to lend to the market below 1 per cent. even “ for the night ”’ ; would if need 
arose buy three months’ bills at rates down to one-e eighth of I per cent. 
and yet expected the best securities as collateral. Outside lenders, by contrast, 
generally had to take what they could get for their money (and at times they 
got very little), and yet were forced to be less squeamish about the collateral. 
Such a position was evidently untenable, and when, in November 1934, the 
worst anomalies were eventually removed by the clearing banks’ “ pact,’ 
the agreement provided for loans against bonds at 1 per cent. and against 
bills at } per cent., plus the vital concession that the banks would refrain 
from buying bills below the bill-money rate. Bond-dealing had at last been 
put upon a regular footing, and although it is not known whether the auth- 
orities positively favoured this arrangement, it is at all events clear that 
they did not dissent from it. 

This arrangement, which was later buttressed in various ways, both by 
the banks and by the discount houses themselves, proved the salvation of 
the market. It removed the loss on bills and assured a comfortable running 
profit on bonds. Thus the immediate natural pressure towards mergers or 
retirements was relieved. But the very nature of the solution was in fact 
the most important of all arguments for the consolidation process. The 
immediate effect was to raise the proportion of investments, for the “ Big 
Three ’’ houses considered as a group, to nearly one-third of total net assets 
(i.e. excluding bills re-discounted from “ bills discounted ’’), compared with 
an average proportion of about one-eighth for the fourteen years 1919-1932 
and less than one-quarter in 1933. The possibilities of capital loss inherent 
in a gilt-edged portfolio of this size clearly demanded that the market should 
have substantial resources of its own. 

The big houses quickly acknowledged this, and by liberal reserve alloca- 
tions and fresh issues to shareholders did augment their resources. In 1938, 
too, came the important absorption of Reeves, Whitburn & Co., Ltd., by the 
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National Discount Co., Ltd., and, almost simultaneously, the only other pre-war 
retirement—that of William P. Bonbright & Co. Thus, by the eve of the war, 
the number of separate discount houses had been reduced from the peak 
figure of twenty-four to eighteen, yet their total capital resources (again 
excluding hidden reserves) were probably hardly changed from the £14 millions 
of 1930. 

The war, as has already been indicated, has sharply accelerated the con- 
solidation process. There are now only eleven discount houses; yet, of the 
total of thirteen disappearances since the 1931 slump, no fewer than seven were 
compressed within the first four years of war.* There is little doubt that most 
of the changes in the first two years sprang mainly from private circumstances 
combined with general uncertainty rather than from direct pressure either 
from the authorities or from the technical situation of the market. Except 
in a purely personal sense, the war has indeed pressed less harshly upon the 
discount market than upon most other ‘sections of the economy. There is, 
for example, no parallel in Lombard Street to what has happened in the 
commodity markets, despite the former significant links between them. 

In the first year, before the system of tap issues of medium and short bonds 
got into its stride, the market enjoyed a huge increase in its turnover of 
Treasury bills—the Syndicate’s share at the tenders aggregated over £1,400 
millions, compared with under £670 millions in the twelve months before the 
war. Since then, despite the large volume of overseas balances which has 
sought employment in bills, the flow to the market (save only for a moderate 
slackening in 1940-41) has been well maintained at its high level, with a slowly 
rising trend. Thus, despite the increase in bond portfolios, the ratio of bilis 
to total net assets has become less abnormal. Profit-margins on bills have, 
it is true, been exiguous, but with so large an expansion of turnover, it will 
be surprising if bill-business has not quite satisfactorily performed its post- 
1934 role of covering the total working costs of the houses. 

In any case, it is the large and remunerative dealings in bonds which 
have dominated the wartime scene, and certainly dominate the prospect. 
The market has done well during the war, and it expects to do well in the 
post-war. Treasury bill funding there may eventually be ; but it is evident 
that the Treasury could not, even if it wished, quickly dispose of the very large 
corpus of short and medium terms bonds which are playing so important a 
part in the financing of the war. Not for many years will the market be 
haunted by the fear, so prevalent in the immediate pre-war years, that the 
supply of eligible ‘‘ shorts ”’ will dry up. 

It is considerations such as these, rather than more speculative hopes of 
a revival of international trade and (more speculative still) of the commercial 
bill, that explain why, of the seven wartime changes in the constitution of the 
market, only two have been retirements—the remainder have been mergers 


* The most important single wartime change was the fusion in October 1939 of Cater & Co., 
Ltd., and Brightwen & Co., Ltd. This house has subsequently absorbed Roger Cunliffe, Sons 
& Co. (July 1941), and Daniell Cazenove & Co. (September 1943). In September 1940, Ryder & 
Co. absorbed Jones & Brown and in 1943 canna as Ryders Discount Co., Ltd. The last 
merger occurred in September 1942, between Gillett Bros. Discount Co., Ltd., and Hohler & Co. 
The only other wartime institutional changes have been the retirement of Brocklebank & Co., 
Ltd. (formerly Brocklebank, Hoare & Brown) and the cessation of bill business by Fairfax & 
Co., Ltd. 
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or absorptions. They explain, too, why Mr. Norman’s goal has been achieved 
within his spell of office. In the past eighteen months, institutional investors 
have perceived what far-sighted members of the market saw some time before, 
and the discount houses have had more offers of new capital than they have 
been able to accept. Taking published capital and reserve funds alone, the 
aggregate resources of the discount houses now stand at {14.4 millions—which, 
on an average basis, "is substantially more than {1,000,000 per firm which, 
it is believed, the Bank at one time regarded as the desirable individual 
minimum. 

In view of the present and immediately prospective nature of the market’s 
business, it can be taken for granted that this method of achieving the desired 
consolidation would not have been permitted had the authorities not been 
convinced that the market after the war will have an important function to 
perform in the gilt-edged sphere. Whatever hopes there may be of reviving 
bill business, they would not at this early stage have justified (even if they 
could have attracted) so large an accession of resources. If the authorities 
were not looking to Lombard Street to continue to “make a market ”’ in 
short-term Government debt, it is probable that concentration alone would 
have been the solution preferred. As it is, the market should be even better 
equipped to perform that other function which has been its chief justification 
for existence in the past fifteen years—the function of providing a fluid and 
sensitive short loan market, which alone makes possible a delicate and efficient 
central banking technique. 


“Costless Credit”: The Fabian Reply 


PAMPHLET entitled ‘‘ The Prevention of General Unemployment,” 
A\ published by the Fabian Society, was the subject of an article in the 

April number of THE BANKER. The authors of this pamphlet are glad 
to accept the friendly offer, made by the Editor, of space in which to reply 
to the criticisms of their views contained in the article. 

We wish to consider four points: First comes the question raised by the 
title of the article—‘‘ costless credit.’’ We suggested, in our pamphlet that 
“The costs of the banking system must be met, but there is no need to do 
that by charging interest upon the assets granted to the banks by the Govern- 
ment in return for the costless creation by them of the amount of money 
necessary to maintain an adequate total expenditure. . . .’’ This suggestion 
is subjected, by the author of the article, to a fundamental logical criticism. 
He says: ‘“‘ Now any proposition about the creation of bank deposits is apt 
to lead to all sorts of sterile controversy, turning largely on questions of the 
proper use of words. Let it suffice, then, to point out that bank deposits 
have only been ‘ created’ by the Government in the same sense as the whole 
of the national debt has been created by the Government.” New deposits, 
he argues, have been “‘ saved’ by the public in the same way as any other 
funds made available to the Treasury, and interest should therefore be paid, 
as a logical and moral necessity upon the securities issued by the State in 
exchange for them. 

On this point we are unrepentant. Indeed we hold that the author of the 
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article has fallen into logical error himself in failing to distinguish the process 
by which new deposits have come into existence, and into the hands of the 
Treasury on the one hand, and from all other forms of borrowing by the 
State on the other. The difference between a subscription by the public to a 
War Loan, and the subscription of a net increase of deposits by the banks in 
return for Treasury Deposit Receipts, is plain. The public have subscribed 
out of an income that they have earned or received from property. They 
have reduced their expenditure below the level at which they could otherwise 
have maintained it. The banks have surrendered nothing. They have merely 
altered the figures on the debit and credit side of the balance sheets. This 
alteration can be of any order. As long as the Bank of England provides 
the necessary cash basis it is immaterial to the banks whether they are required 
to lend £200 or £400 or {600 million each year to the Government. By so 
doing they have increased their liabilities and assets and their power to earn 
income and make profits. 

It is only after this ‘‘ creation of deposits”’ (or whatever you choose to 
call the process) has taken place and the Government has spent the new money 
that thus comes into existence that the public even receives them as income, 
leave alone finds itself in a position to save them. And it is not the public, 
but the banks, who receive the interest on the securities issued in exchange for 
the new deposits that members of the public are supposed to have saved! The 
{1,000 million increase in bank deposits that took place during the last war, 
and the {2,000 million increase that will have taken place by the end of this 
war, were all made possible by changes in the figures in the account books 
of the banks that cost nothing to make (apart from small additions to the 
interest payable on customer’s deposit accounts) and not one penny of it 
came into existence through the surrender of income by private citizens. The 
logical and practical difference between borrowing from the public and 
borrowing from the banks is therefore clear, inescapable, and relevant. 

This primary error leads to two secondary and consequential mistakes : 
(a) The author of the article goes on to say: ‘“ Are the banks as holders of 
Government debt in any different position from the rest of the community ? 
Clearly not. . .”’ Clearly yes—part of the securities they hold were obtained 
by costless book entries ; while none of the assets held by the public were, 
or could be, acquired by any such method. 

(6) And the author continues: “‘ Again, if the mere fact of holding a large 
block of Government Securities were sufficient to constitute any organization 
an agency of the Government, then the same principle would have to be 
applied not to banks in isolation but to any other institution which is able to 
canalize the savings of the public into Government Securities.’ The banks do 
not “‘ canalize the savings of the public’ in so far as they acquire securities 
by adding to their liabilities and assets. The new credits are conjured out of 
the air by the esoteric yet simple book-keeping magic, upon which, with the 
support of the Central Bank, all deposit banking is based. The author of 
the article does not surely contend that insurance companies or building 
societies are really in a position comparable with that of the banks? These 
institutions, like members of the public, can only acquire additional Government 
Securities by the sacrifice of other assets while banks can acquire them without 
any such loss. 
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So much for logic and illogic. There is a difference of kind between money 
raised from the savings of the public and new money raised from the expansion 
of bank deposits; and there is no reason for permanently increasing the 
profits of the banks because they have legally acquired one of the prerogatives 
of the Crown—that of creating the money in common use. Secondly, however. 
we admit to one error, or more accurately omission, in what we had to say. 
We did not state our underlying assumption that the Government must in 
practice protect the solvency of the large banks and guarantee the security 
of their deposits ; and that this intention should be stated in law. - It is 
therefore reasonable for the author of the article to say, in criticism of our 
stated views: ‘If they (the banks) purchase Government Securities having 
some years to run they have no special claim to cash these in at face value 
at any time during their life ; they stand the risk of any capital loss that may be 
involved should the “y vequire to liquidate their holdings before maturity .. .” 
—implying that some payment should be made for bearing this risk. While 
we think that the risk is exceeding small—as the author admits in a later 
sentence—we should agree that the corollary of treating the banks as agents 
for the provision of money is to guarantee the solvency of the agent. 

Thirdly, we should like to call attention to two minor errors. We did not 





say that “. . . the State should not pay interest on (all) securities held by 
the banks ’’—but only on those that are given in exchange for a net increase 


in deposits above their level at some suitable base date. A large block of 
earning assets would thus be left to the banks in the interval, which we hope 
would be short, before their amalgamatiort and conversion into a Public Cor- 
poration. And, again, the later statement made in the article: ‘“.. . that 
deposits are completely interchangeable with direct Government obligations 
at the option of the individual owner of unspent income . . .” represents a 
fallacy of composition. This is true of each individual depositor but quite 
untrue for depositors as a group. There is no way by which the public can 
change securities into deposits on balance, or in total, since every purchase 
of securities is offset by a sale and all deposits must be held all the time by 
some depositor. Ownership of deposits can be redistributed by those who 
hold them. They cannot be increased by individual saving.* 

We come to our main and final point. We are sorry that the discussion of 
our pamphlet should be concentrated on these sterile questions of logic and 
definition when the problems of action and policy are so much more important. 
There is, however, one reference to these larger matters contained in the 
first paragraph of the article under examination and this brings us to our 
fourth subject. The author says: ‘‘ Thus it is proposed (in our pamphlet) 
that deficit spending should be financed through the banking system in its 
entirety and not merely to the minimum extent necessary to bring down interest 

rates to cheap money levels—an extent dictated purely by the liquidity pre- 
ferences of the public. One would have thought that to finance the whole 
of any public spending by the creation of ‘ inflationary tinder’ would be 
likely to produce a highly unstable situation and considerably aggravate the 





* Our proposal that depositors should pay for costly banking facilities is perfectly reasonable 
and already widely recognized by all banks. Charges could be much higher without any fear 
of the withdrawal of deposits. The Post Office offers nothing like the same facilities. Why 
should the author of the article fear concerted pressure by the banks to exact monopoly 


charges ? 
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stabilizing task of the authorities if a revival of confidence should lead to a 
wave of spending and a rapid increase in the rate of turnover of the outstanding 
bank credit.”’ 

In our view this passage contains one misunderstanding and one mistake. 
We did not suggest that the whole of “ deficit spending ’’ should be financed 
by the raising of interest free loans from the banks. We merely said that : 
‘ There is no reason why the amount of money required to offset a deflationary 
decline in total expenditure should not be brought into existence without 
imposing a permanent burden of interest and debt charges upon the nation.” 
We did not mean to imply by this statement that the “‘ amount of money 
required ’’ would necessarily be equal to the total of the special investment 
induced by the Government in order to offset a deflation, although we are 
prepared to agree that there is some ambiguity in the form of words that we 
used. It is, however, clear from the rest of the pamphlet that we did not 
contemplate the cessation of normal borrowing, at interest, from the public 
during a depression. We discuss in some detail how this should be done. 

And in any case the danger of instability is largely illusory. The banks 
will only be directed to create money by the Treasury during a period of 
deflation. If this policy induces a “‘ wave of spending ’”’ nothing could be 
more desirable. This is precisely what is required when income is falling or 
has become too low. If, by any fortunate chance, the given stimulus proves 
very effective and the first signs of an inflation appear, then, of course, the 
policy can be instantly reversed, and deposits can be destroyed in the same 
way that they have been created—by repaying the interest free loans out of 
a budget surplus produced by an increase of taxation or a reduction of ex- 
penditure. There is no limit to the amount by which the expenditure of the 
community can be raised or lowered by the simple device of supplementing 
budgetary policy by appropriate creations and destructions of the money 
provided by the banking system. This is the sovereign advantage of the 
policy and institutional machinery explained and defended in our pamphlet. 
It is a pity, we repeat, to obscure the discussion of these fundamental problems 
of policy with disputation over outworn definitions and tautologies. 


A Rejoinder 
By the Editor 


HILE appreciating the courteous and considered tone of the reply 

published above from the authors of the Fabian pamphlet, we cannot 

agree that their arguments seriously affect the criticisms contained in 
our original article last month. The following points in particular are worth 
noting : 

(r) On the subject of the creation of deposits, we did not suggest that the 
banks themselves have “ surrendered ” anything ; we merely set out to refute 
the Fabian contention that ‘‘ bank deposits today do not represent the 
accumulated savings of the public.’’ (Our italics.) We still consider it to be 
obvious that “‘ bank deposits have only been ‘ created’ by the Government 
in the same sense as the whole of the national debt has been created by the 
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Government,” the ratio between the increase in deposits and the increase 
in national debt held directly by the public being determined purely by the 
public’s liquidity preference. 

(2) Whether it is reasonable that the banks should receive the interest 
on the securities issued as the counterpart of the public’s savings in the form 
of bank deposits depends entirely on the value of the services which the 
banking system renders to the public by enabling them to hold their savings 
in this form—and the Fabian view is that more should. be charged for these 
services. 

(3) The expansionary process responsible for the great increase in the 
assets structure of the banks during the two wars has on each occasion been 
associated with a correspondingly large increase in their costs. The relation- 
ship between a given increase in costs and a given increase in asset earnings 
is neither fixed nor determinate ; but looking at the process of monetary 
expansion as a whole it is quite absurd to talk about “ costless credit.”’ 

(4) There is no special magic about bank credit as such. New deposits 
are only “‘ conjured out of the air’ in the same sense as other capital assets 
created by war finance, in the form of direct holdings of Government securities. 
If the liquidity preference of the public were sufficiently low, the whole of 
the deficit could have been financed against securities issued to the public 
and the banks would not have come into the picture at all. 

(5) Given the general views of the Fabians, the offer of a State guarantee 
of the solvency of the banks sounds rather like the offer of a pact of friendship 
and non-aggression from a certain Continental power. The banks have always 
shown themselves perfectly well able to stand on their own feet, and would 
certainly prefer to continue to do so. 

(6) If the Government were not offering new securities, bank depositors 
in the aggregate would admittedly have no option but to continue to hold 
bank deposits (or notes). Under the present system of “ tap ” issues, however, 
our statement that ‘“ deposits are completely inter-changeable with direct 
Government obligations at the option of the individual owner of unspent 
income ”’ is perfectly correct. Most people will hope that future governments 
will continue to follow this policy of raising as much as can be borrowed in 
long-term form without driving up interest rates, leaving it to the liquidity 
preference of the public (as at present) to determine the relative amounts 
borrowed in each form. 

(6) The Fabian reply does not state whether they do in fact propose that 
the Post Office depositor should continue to receive 2} per cent. interest, 
as well as having his cheques cleared and receiving facilities for withdrawing 
money at any place in the country. In our view, the facilities offered by 
the Post Office are very much like those offered by the banks. 

(7) If the Fabians deplore that discussion of the fundamental problems 
of policy should be obscured by dispute over “ sterile questions of logic and 
definition,’’ we must for our part deplore that the discussion of policy “should 
be obscured by proposals for institutional changes which have really very 
little relevance to the issue. Our existing monetary institutions provide a 
perfectly satisfactory medium for putting into effect any trade cycle policy 
which may be advocated by economists or adopted by governments. 
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The Problem of Costs 


By Professor Hermann Levy 


NY interference with the free movement of prices, either by the pro- 
A acer and distributors themselves or with the authority of the State, 

presupposes a definite ascertainment of the costs of production and 
distribution. Cartels, trusts and trade associations are constantly faced by 
the necessity of adjusting their price policy to the various and differentiated 
costs at which their members produce or distribute. If a quasi-monopolist 
organization of this kind is not aiming merely at protecting its most successful 
members, it must find out the costs at which the less efficient produce, and 
regulate prices accordingly. Indeed, it may be the very object of combination 
to save the less efficient members from “ cut-throat ’’ competition and its 
logical consequences. The ascertainment of costs, then, must precede any 
attempt at determining a price policy. 

After this war, industrial combinations and trade associations will emerge 
stronger than ever. Accurate knowledge of costs, both on the part of these 
bodies and of any administration set up to control them, will therefore be 
more important than ever before. Yet one of the facts most clearly brought 
out by war experience of controls and price-fixing is that the ascertainment 
of costs is an extremely difficult problem. It would be natural to suppose 
that since the war has given the Government an unprecedented insight into 
costs of production and distribution, methods of fixing the “ right price” 
would have been fully established. Unfortunately, no such conclusion would 
seem to be justified. In spite of all the efforts of Government departments, 
assisted by cost accountants and technical experts, the Fourteenth Report of 
the Select Committee on National Expenditure is forced to point out that 
“there has not been yet evolved a technique which solves satisfactorily the 
essential problem of how, in the absence of free competition, to settle the 
‘right price ’ to be paid for a particular article.” 

This conclusion merely confirms the experience of other countries which 
have in the past attempted to control the price policy of combinations. The 
difficulty of defining the “right price” has been, for example, the main 
difficulty encountered by anti-trust legislation in the United States ever since 
the first investigations were made into the price policy of trusts some forty 
years ago. That no satisfactory solution had been found was evident from 
some of the recent N.R.A. codes, which still employed such ambiguous terms 
as sales ‘‘ below reasonable cost,’’ sales “‘ below representative costs’”’ and 
sales below “‘ average cost.”” This country’s administration of trade and 
industry during the war seems, as has been seen, to have arrived at the same 
impasse in the definition of reasonable costs. If in more than four years of 
comprehensive official control of business no satisfactory technique has been 
evolved for settling the “ right price,’ how long, it may well be asked, should 
we have to wait for this problem to be solved in the reconstruction period and 
after ? 

If the planners who imagine that it is comparatively easy to settle costs 
and prices should wish to discover why the contrary is true, they would be 
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well advised to study what the Select Committee have to say on the question. 
In the Committee’s view, the “‘ right price ’’ should be composed of two essential 
elements : first, it should be based on “ cost, representing what cost ought to 
be with the maximum practicable efficiency”; and, secondly, it should 
guarantee a “ profit margin ’’ so adjusted from time to time as to be “ adequate’”’ 
but “no more than adequate to ensure the necessary financial strength ”’ of 
the industry concerned. 

Before it is even possible to envisage such an objective, it has to be con- 
sidered how far we can in fact expect to possess the necessary statistical 
material. The report of the Select Committee shows full awareness of this 
fundamental requirement. It stresses as a first necessity the availability of 
“‘ clear methods for recording costs and man-hours on jobs.” Those interested 
in cartels and trusts or any other price-fixing bodies have always realized 
the same need, though the problem of cost finding is not a uniform one. In 
certain heavy industries, where material and labour charges, as well as transport 
costs, are readily ascertainable and highly standardized, the assessment of 
cost is relatively simple. Thus, it is not too difficult to estimate the cost of 
production of pig-iron and semi-finished steel products, since the total cost 
is mainly composed of the cost of raw material or “ semis,’”’ together with 
labour costs of a more or less homogeneous character. It is, indeed, probably 
in the heavy industries that cost investigations, beginning with those of the 
Commissioner of Corporations in the United States, have been most successful. 

But the difficulties increase progressively when one turns from the early 
stages of production to the manufacture of finished goods of high quality. 
More ingredients enter into the product ; labour may be more of a skilled 
type ; more research is undertaken, and overheads become more complicated. 
And where retailing has not been standardized, these difficulties of costing 
are still more pronounced in the sphere of distribution than in that of pro- 
duction. Experience in this war has emphasized that it is not the cost of 
materials and labour but the apportionment of overheads which is likely to 
give rise to differences between contractors and supply Departments. Even 
so, the F.B.I. has been able to arrange for a measure of agreement, while, 
on the other hand, the Treasury has agreed to allow advertising, for example, 
as a legitimate overhead. War risk insurance, research, canteen expenses 
and other items are also recognized as overhead charges. 

If the price of the commodity is fixed at a uniform level, however, another 
difficulty arises when transport plays an important part in cost. If the cost 
of transport to the distributor has to be refunded to the supplier, an enormous 
amount of work would be involved in calculating the transport cost for each 
individual trader. To avoid this, the charge is sometimes made on a flat-rate 
basis. As was pointed out in a report of the Committee of Public Accounts 
in 1941, however, this leaves ‘‘ an element of excess profit for the more favour- 
ably placed’ traders. The experience of the milk trade in this country, for 
example, amply proves to what complications rough and ready costing of this 
kind must lead—for example, the difficulty of calculating appropriate rebates 
to particular producers, such as those who pay the cost of transport themselves. 
Similar complications arise where producers are also retailers, or where dis- 
tributors have to pay handling and processing costs which must be taken 
into account in fixing prices or profit margins. 
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So far as transport costs are concerned, the problem can be simplified by 
recourse to what may be called a flat-rate transport pool. Regional pools of 
this kind were suggested by the Cutforth Report on Milk of 1938, which 
proposed that the Milk Marketing Board should assume liability for all trans- 
port costs, reimbursing itself by deductions from individual producers, assessed 
according to the zone in which their firms were situated. Cartels in heavy 
industries have also made use of this system of equalizing freight charges 
according to a “‘ common freight basis.’’ In the United States, this ‘‘ uniform 
basing point system ’”’ has been recognized by the Supreme Court as lawful 
where the purpose is merely to simplify the calculation of transport costs to 
various points of consumption. Where the freight charges are arbitrarily 
added to the basic price at the mill or factory, however, the system has been 
held to lead to the arbitrary fixing of an element of cost, which has no direct 
relation to the actual cost incurred, and for this reason is deemed part and 
parcel of an unlawful agreement. It seems doubtful whether this method of 
“ unifying ”’ costs will be considered desirable in the future. 

Where costs have reached a certain stage of uniformity, there are arguments 
in favour of their being expressed in accordance with a system of standardized 
accountancy. This was suggested after the last war in the Report on Trusts 
by the late John Hilton, and it has been recently urged by Professor Henry 
Clay in his introduction to Dr. Singer’s treatise on the German experience in 
this matter. Any such attempt to unify the accountancy of costs is, of course, 
closely bound up with the development of large and concentrated business. 
For many years, for instance, a detailed analysis of costs on a uniform basis 
has been compiled by the Rand gold-mining industry. More recently, a number 
of British trade associations have adopted standardized cost accounting, 
the latest in the field being the Internal Combustion Engine Manufacturers’ 
Association, and the Nuts and Bolts Association. Even in the sphere of retail- 
ing, which lends itself far less to such methods, valuable efforts in this direction 
are being made by the Retail Distributors’ Association. Under the guidance 
of Prof. Arnold Plant and Mr. R. F. Fowler, this body has begun the publica- 
tion of annual reports on department store operating costs. In this field, too, 
it will be noted, it is the large undertakings that have taken the initiative in 
adopting uniform costing. 

Even so, the possibilities of a uniform costing system appear to be rather 
restricted, given the diversity of business units which still exists. Let us, 
however, assume for the moment that more is known than is actually the case 
about costs of production and distribution in various branches of activity, 
and the relation of these costs to the widely varying types of establishment. 
Even on this assumption, the main problem of costing would still remain to 
be solved. How is our knowledge of costs to be translated into economic 
policy when costs may vary by 25 or 50 per cent. as between different units ? 
Which of these units are we to decide to retain, and which to drop? In 
attempting to answer this question, the report of the Select Committee already 
mentioned refers to such criteria as “‘ the maximum practicable efficiency ”’ 
and to “‘ adequate” profit margins. At the same time, it recognizes the 
difficulty ‘‘ of fixing standard selling prices for a range of products when there 
are considerable differences in production costs of individual producers.” 
Another report, that of the Post-War Committee of the Cotton Board, suggests 
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that the level of prices should be governed by the principle of securing “a 
reasonable rate of return in the long run to an efficient firm, as determined by 
an investigation of the average results of a representative group of efficient 
concerns.”’ To this, most economists would retort, as The Economist newspaper 
‘did: ‘‘ What is reasonable ? What is representative ? What is efficient ? 
What, indeed, is cost ?”’ Truly, here lies the crux of the whole problem. 

In wartime, with its mass demand for standardized products, efficiency 
in the purely technical sense is everything and price matters little. In the 
very different circumstances of peace, however, it is often the case that the 
technically most progressive concerns had over-estimated the demand on 
which their gigantic equipment was based. Thus, in 1929, the Balfour Com- 
mittee observed that it was “ plain from the information before us that some 
of the undertakings which have been most ‘efficiently’ equipped in the 
absolute sense have been least able of competing under conditions which 
have been prevailing during the difficult post-war period, while among 
businesses which have best held their own in that period have been not a few 
which from a purely technical point of view have been markedly inferior to 
their less successful competitors.”’ Similarly, it was pointed out ten years 
ago that there was a load of debt to be cut away from the “ more up-to-date 
mills’ in the cotton industry, whereas the older mills were still managing to 
keep their heads above water, thanks to their moderate capitalization. What, 
then, is the “representative’’ unit in a normal economy, and what are 
“reasonable ’’ costs ? In the retail trade, it may be accepted that the relatively 
lower overheads of the large stores enable them to sell many goods cheaper 
than can the small shops. On the other hand, the latter may thrive where the 
consumer places value on convenience and accessibility. 

Such are the considerations which make it so exceedingly difficult to decide 
what is a “ fair’’ price based upon “ reasonable ”’ costs. Nor should it be 
overlooked that if the State should designate a particular level of costs as 
“fair ’’ it would run the risk of monopoly associations turning the tables by 
demanding that this level should henceforth be regarded as the guaranteed 
minimum and that they should be protected against any undercutting of it 
by new outside competition. In the United States, this did actually happen. 
Thus, an American writer says that the N.R.A. codes “ attacked as chisellers 
those who still believed that price-cutting was a legitimate means of com- 
petition, and the Administration found itself enlisted as an active partner 
in the efforts of business to manipulate prices and markets while it avowed 
its abhorrence of monopoly and its championship of free competition.” 
Maximum prices, in other words, may tend to become minimum prices. 

In the light of all these difficulties, one feels that the prospect of being able 
to fix prices for quasi-monopolist associations or combines by the determina- 
tion of “ reasonable ” costs are far from bright. Even if one were to accept 
the familiar criticism that the system of free competition involves a high death 
rate of undertakings and thereby some regrettable waste, the fact would still 
remain that no means has yet been discovered of so supervising monopoly 
organizations as to ensure that the advantages of monopoly accrue to the 
public and not the producer. Writing on the system of “ calculated prices ” 
of the medizval guilds, W. Cunningham observes: ‘‘ The gradual subdivisions 
of employment and the appearance of intermediaries rendered it more and 
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more difficult to name a price that should be precisely just—as had been 
attempted in bygone days—and competition prices, from their greater con- 
venience, came slowly into vogue.’’ In spite of the still greater complexity 
of the modern economy, there are those who would like to move in the opposite 
direction. The many well-intentioned people who sincerely believe that the 
public would actually benefit from a system of organized monopolies, would 
do well to remember that any industrial system which restricts the free play 
of price competition depends for its justification on a solution of the (as yet 
unsolved) problem of the ascertainment of costs. 





Distinguished Service 
A Banker V.C. 


HE banking profession has learned with pride of the award of a Victoria 

Cross to Major William Philip Sidney, of Barclays Bank, “ for superb 

courage and utter disregard of danger ”’ in the action near Carroceto, in 
the Anzio Beach Head, in February, 1944. At one point in this action, Major 
Sidney—in full view and completely exposed—dashed forward to a point 
whence he could engage the enemy with his Tommy gun at point blank range, 
causing the enemy to withdraw leaving a number of dead. Later, a grenade 
struck Major Sidney in the face, bounced off and exploded, wounding him in 
the thigh. He nevertheless kept the enemy at bay single-handed for five 
minutes, until assistance arrived and the enemy were again repelled. Before 
Major Sidney’s wound could be dressed, a fresh attack came and he continued 
to engage the enemy for another hour until they were finally driven off. “Only 
then did Major Sidney, by that time weak from loss of blood and barely able 
to walk, allow his wound to be attended to.”” As a result of his “ efficiency, 
coolness, gallantry and complete disregard for his personal safety of a most 
exceptional order,’ the Battalion’s position was re-established, with vitally 
far-reaching consequences on the battle as a whole. 

Major Sidney was educated at Eton and Magdalene College, Cambridge, 
where he took an M.A. degree, and before entering Barclays Bank he qualified 
as a chartered accountant. At the outbreak of war, he was an Assistant to 
the Local Directors at Pall Mall branch, following a varied experience at 
different London branches and at Head Office. Early in September 1939, 
as a member of the Reserve of Officers, he rejoined the Grenadier Guards and 
served in France, being evacuated with our Forces from Dunkirk. Major 
Sidney is a direct descendant of Robert Sidney, Earl of Leicester—brother 
of the Elizabethan soldier and poet, Sir Philip Sidney—and he is the son-in-law 
of Field Marshal Viscount Gort, V.C., who was himself a Grenadier. 
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The National Finances 


OTH in its approach to the problem and in its specific provisions, Sir 

John Anderson’s first Budget was a thoroughly constructive job of work. 

The various tax allowances foreshadowed for after the war should not 
only prove of great assistance to industry in the task of reconstruction but 
are also designed on sound lines. To accord a reduction in the standard rate 
of tax in respect of undistributed profits would, as Sir John pointed out, be 
an encouragement to the act of saving and not to positive investment. Ina 
mature economy such as our own, to stimulate saving still further would 
inevitably make it more difficult to maintain employment in the long run. 

To have refrained from imposing fresh taxation was also the obviously 
sensible decision at this stage. For the sake of saving a marginal £3 millions 
on the debt service, it clearly would not have been worth while to exact an 
additional {100 millions of indirect taxation, with consequential hardships 
to those with very small incomes and the danger of having to reopen on a 
new basis the whole question of service pay. While the fifty-fifty ratio 
between taxation and expenditure set up as the target by the late Sir Kingsley 
Wood has no logical significance, the fact that revenue on the existing basis 
will comfortably exceed this proportion affords a useful argument for leaving 
well alone. A further argument, if one were needed, could be found in the 
very satisfactory position revealed in the Budget White Paper—this year 
still further amplified and improved—whose novel technique, as Sir John 
said, will ‘“‘ be an increasingly valuable guide to the financial and economic 
health of the country as a whole.’ 

As a guide to policy, the figures naturally require careful interpretation. 
Sir John seemed to suggest that a sufficient indication of financial soundness 
is to be found in the fact that in 1943-44 “ our deficit was covered by our 
savings.”” In reality, of course, this must by definition always be the case: 
for there could not be a deficit unless the necessary savings to finance it were 
forthcoming in some form, if only that of an increase in the monetary holdings 
of the public. 

For an indication of the presence or absence of inflation, one must examine 
the White Paper primarily with an eye to the following three factors, taken 
in combination: (a) The ratio between the increase in government spending 
and the associated rise in incomes. Ifa given increase in expenditure generates 
a large increase in incomes, it means that the public’s propensity to save is 
low and that the Government is having to bid up for resources. In a highly 
controlled economy such as the present, there can be little need for this bidding 
up process ; but, given the existence of an uncontrolled fringe of spending, 
the effect of government expenditure on incomes can vary, and the ratio is 





GOVERNMENT EXPENDITURE RELATED TO INCOMES, ETC. 
(£ million) 
Increase in: Between the following years : 
1938 1940 1941 1942 1938 
and 1940 and1g4r and19g42 and 1943 and 1943 


Expenditure — ing domestic 





finance is .. 1,626 1,245 646 652 4,169 
Personal incomes , g8I 647 690 8 2,929 
( -onsumption at factor cost ” 144 128 173 5 450 


Personal savings ne i 569 223 123 334 1,249 
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SOURCES FROM WHICH DEFICIT WAS FINANCED 
(£ million) 
1938 1939 1940 1941 1942 1943 


Net private saving(?) .. 328 441 QgI7 1,145 5,273 1,617 
Tax accruals(?) .. - 23 118 293 327 341 132 
Extra-budgetary funds(') 22 54 148 154 152 120 
Local authorities(*) ie 7 18 41 66 71 71 
War damage(‘) .. a — — 36 219 154 136 
Less— 
Work in progress(§) +355 = 362 f —200 —100 —100 — 75 
Home investment (®) L gI 182 240 250 


Overseas investment(’) 55 230 750 797 635 655 





Central Government deficit 130 499 2,082 2,790 2,766 2,906 


1938 1939 1940 941 1942 1943 














Unemployment Fund .. —¥I 7 24 64 74 74 
National Health Funds .. — — 9 8 12 9 
Local Loans Fund . —2 I 5 9 10 10 
Other receipts(§) .. ‘i 257 186 516 72 — 58 — 155 
R.F.C. Loan wa es — — — 87 4— 7 
Canadian Loan(?®) ie —- — — — 157 — 4 
Miscellaneous(?°) .. or 5 9 12 12 15 16 
Less— 
Sinking Funds... - —- II —4 —12 —y7 —13 — I5 
Other expenditure (net) .. 4 —2r — 8 13 — I 15 
Government agencies, total 252 168 546 248 200 — 57 
Increase in Savings A/cs. I 19 11g 214 234 301 
Savings Certificates() .. 3 21 167 214 232 297 
Defence Bonds .. a — 22 180 174 134 121 
Other public issues (net) .. 53 — II 553 1,020 1,037 1,050 
Increase in fiduciary issue Io — 30 50 150 170 150 
Treasury Bills, etc.("*) .. —189 310 12 279 I5I 433 
.D.R.s i os --- — 338 474 155 434 
Tax certificates .. “ a= -- — 17 453 177 
Public borrowing. . .. —I22 331 1,536 2,542 2,566 2,963 


(1) After setting aside the excess of direct tax liabilities over payments. (?) Excess of direct 
tax liabilities on private income over payments. (*) Surplus. (*) Compensation received in 
respect of claims under the marine and commodities war risks insurance schemes and the War 
Damage Act, Part II. (5) Increase in work in progress on Government account held under 
private finance. (8) Private net investment (or plus disinvestment) at home and other war 
losses made good. (7) Private and Government net investment (or plus disinvestment) abroad. 
(8) Other extra-budgetary receipts including war risks insurance and certain War Damage Act 
receipts, Exchange Equalization Account and reduction in Exchequer balance. (*) Canadian 
Government interest-free loan. (1°) Receipts from capital transactions included in miscellaneous 
revenue, and appropriations in aid arising from capital transactions. (') Including increase in 
accrued interest. (12) Increase in Treasury Bills held outside Government departments and 
Bank Ways and Means. 
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still of some significance. (5) The ratio between the increase in spendable 
income (i.e. incomes after taxation) and the increase in saving, and (c), what 
is the converse of the propensity to save, the ratio between the increase in 
incomes and in expenditure on consumption. From this point of view, of 
course, it is not expenditure at market prices which is significant, but ex- 
penditure at factor cost (i.e. market prices less indirect taxation plus subsidies). 
It is only an increase in consumption at factor cost which means that resources 
are being withheld or diverted from the war effort. 


Under all three heads, the White Paper indicates a distinct improvement 
in the position during 1943 by comparison with 1942. In the latter year an 
increase of only £391 millions in government expenditure on goods and 
services was associated with an increase of £719 millions in the net national 
income. In 1943 the rise of £568 millions in the national income was actually 
somewhat less than the increase of £593 millions in government expenditure. 
As will be seen from the table below, comparison of other indices of income 
and expenditure shows a roughly similar position : 


(£ million) Govt. Expenditure : 
Net On goods Requiring 
Increase National Personal Private and domestic 
income income income services finance 
1943 ON 1942 .. 568 611 644 593 652 
1942 ON IQ4I .. 719 690 733 391 646 


For the first time, the White Paper distinguishes between civilian earnings 
and the pay and allowances of the armed forces—thus revealing the pitiably 
weak state of our defences even as late as 1940 and the gratifying and im- 
pressive expansion in our striking power since that date. Excluding the 


DISTRIBUTION OF INCOMES 








Aggregate Proportion of 
income after income before 
income tax tax retained 
Aggregate and surtax after deduction 
Range of income Number income at— of taxes at— 
before tax* of before tax ————-+*—__{, —__—_-. ——_ 
incomes 1942 1938-39 1942-43 1938-39 1942-43 
rates rates rates rates 
£ 000’s £m. £m. £m. % % 
Under 250 Ga a 3,350 3,348 3,254 99.8 97.0 
250-500 .. -.- 5,500 1,854 1,803 1,584 97 -3 85.4 
500-1,000 «> 45,520 740 664 533 89.7 72.0 
I,000—2,000 “es 295 413 343 253 83.1 61.3 
2,000—10,000 Pe 102 366 263 176 71.9 48.1 
10,000 and over .. 8 170 84 35 49.4 20.6 
Total * — 6,899 — 5,835 —- 84.6 


* Private income at the disposal of individuals which can be allocated to different ranges. 


a eo 


Si) 2p tn weet ee ee ee a 


wi. Gi tend 


VOD eS OL et eet Rt ee 


is 


ble 
hat 

in 

of 
eX- 
2S). 
ces 


ic 


ngs 
bly 
im- 


the 


n 


43 


Vea Se YS 


~~) 1] 


o 
wn 








THE NATIONAL FINANCES 97 





NET NATIONAL INCOME AND EXPENDITURE 
(£ million) 
1938 1939 1940 1941 1942 1943 


Rent .. a ss «=. 380 388 388 385 384 384 
Interest and profits.. 1,317 1,486 1,846 2,126 2,321 2,427 
Salaries Be .. 1,099 1,141 1,216 1,309 1,337 1,366 
Wages ne a» 2gao 1,826 2,107 2,412 2,701 2,909 
H.M. Forces(?) - 80 127 388 653 861 1,086 


Net National Income 4,604 4,968 5,945 6,885 7,604 8,172 


1938 1939 1940 1941 1942 1943 


Consumption(?) »« 4,072 4,178 4,310 4,557 4,857 4,981 
Property transfers(*) 66 66 66 67 68 68 
Public expenditure(*) 837 1,279 3,061 4,203 4,594 5,187 
Work in progress(°) - (362) 200 100 100 75 
Home investment (®) 395 3 (—o91) (—182) (—240) (—250) 
Rebuilding(’) oo — — 29 61 49 
Overseas investment(*®) —55 —230 —756 —797 —635 —655 
Subsidies... “i 15 20 70 140 175 190 
Less— 
Indirect taxes(*) .. —439 —489 —588 —777 —939 —1I,073 
Other indirect taxes —I9Q7 —204 —203 —216 —238 —248 
War risk premiums... — — 14 —I124 —239 —I199 —152 


Net National 
Expenditure .. 4,604 4,968 5,945 6,885 7,604 8,172 


(1) i.e. Pay and allowances (in cash and kind) of members of H.M. Forces and Auxiliary Services. 
(*) i.e. Personal expenditure on consumption at market prices. (%) Personal expenditure involved 
in the acquisition and transfer of property and life assurance. (‘) Expenditure at home and abroad, 
by public authorities, on goods and services at market prices. (°) Increase in work in progress 
on Gevernment account held under private finance. (*) Private net investment at home and 
other war losses made good. (’) Expenditure incurred in making good war damage to buildings. 
(8) Private and Government net investment abroad. (*) And rates specifically on consumption. 








COMPOSITION OF PERSONAL EXPENDITURE ON CONSUMPTION 
(At Market Prices) 


1938 1939 1940 1941 1942 1943 
(£ million) 








Food oa a <a .. 1,198 1,240 1,235 1,260 1,320 1,264 
Drink and tobacco - os 442 490 612 750 906 =: 1,053 
Rent, rates, water charges os 491 510 515 512 511 510 
Fuel and light - ae ais 203 204 210 231 242 240 
Other household goods .. is 274 265 257 244 216 184 
Clothing .. sia A ‘a 447 460 497 453 485 447 
Travel* re 7 es si 289 264 179 202 217 227 
Other services me i zh 490 489 488 502 512 520 
Other goodsf ir oe a 238 256 317 403 448 536 

TOTAL .. aa .. 4,072 4,178 4,310 4,557 4,857 4,981 





* Including privately-owned vehicles and their running expenses. f Including the income 
issued in kind to H.M. Forces and Auxiliary Services. 
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increase in service pay and allowances, it will be seen that the rise in industrial 
earnings last year was only £343 millions in 1943, against £511 millions in 
1942. At the same time, it must be remembered that the 1943 increase was 
an addition to the incomes of a smaller number of civilian earners; other 
things equal, an increase in the personnel of the services would probably 
be reflected in a decline in the national income in money terms. 

In spite of all the apparent indications to the contrary, the savings situation 
vastly improved during 1943. It is true that subscriptions to the three 
“ Kindersley items ’”’ (Savings Certificates, Savings Accounts and Defence 
Bonds) showed an increase of only {119 millions, to £719 millions, notwith- 
standing the substantial rise in the national income. But private saving 
as a whole is estimated to have increased by as much as £344 millions, absorbing 
nearly the whole of the expansion of £379 millions in income after tax. 
In 1942, incomes after taxation rose by £322 millions, and private saving by 
no more than {128 millions. It is especially satisfactory to note that only 





THE SOURCES OF WAR FINANCE 











1940 19g4t ss: 1942 1943 
(£ million) 
Central Government Expenditure 3,340 4,626 5,110(') 5,782 
Overseas Disinvestment .. . — 756 — 797 — 635 — 655 
Expenditure requiring Domestic 
Finance .. bis i a 2,584 3,829 4,475 5,127 
Central Government Revenue .. —1,258 —1,836 —2,344 — 2,876 
: 1,326 1,993 2,131 2,251 
Surpluses of Extra-Budgetary 
Funds and Local Authorities(?) — 189 — 220 — 223 — IgI 
1,137 1,773 1,908 2,060 
War Risk Compensation(*) . — 36 — 219 — I154 — 136 
I,10r 1,554 1,754 1,924 
Private Saving(5) .. Mg .. 1,210 —I1,472 —1,614 — 1,749 
Residue(*) .. 25 ai ac — 109 82 140 175 


(1) Excluding expenditure equivalent to the Canadian contribution of £225,000,000. This 
sum is also excluded from lines (2) and (4). (#) Excluding the Exchange Equilization Account 
changes in which are already included in overseas disinvestment. (°) Replacement of war losses 
actually carried out other than those for which compensation is paid under Part I of the War 
Damage Act. These replacements of war losses must be deducted because credit has been taken 
in the table above for the whole of the compensation received in respect of war risks and war 
damage claims (other than those arising under Part I of the War Damage Act, item 12 of Table I, 
which do not appear in line (6) because substantially all of these arise only where actual work 
is put in hand), whether or not it has been applied to replacement. (*) Compensation received 
in respect of claims under war risks insurance schemes and the War Damage Act, Part II (°) In- 
cluding reserves against taxation. (*) Provided from the following sources: (a) Sales to public 
authorities of fixed capital assets (such as sites, buildings and stocks of goods) previously owned 


privately ; (b) depletion of stocks and work in progress held under private finance (apart from 
sales under (a) above) measured by the reduction in their value as reckoned in the calculation 
of profits ; (c) additions to depreciation, obsolescence and similar funds held by firms, institutions 


and persons. Less—(d) New investment financed out of privately-owned funds, including 
investment of a temporary nature due to work in respect of Government contracts ultimately 
recoverable from the Exchequer. Such temporary investment is shown separately in item 10 
of Table I; (e) replacements, renewals, etc., charged to depreciation and similar funds; (f) war 
risk compensation (see Note (*) ). 
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PRIVATE INCOME AND OUTLAY 
PERSONAL INCOME 
(£ million) 
1938 1939 1940 1941 1942 1943 


Rent, profits, interest(') .. 1,594 1,668 1,784 1,763 1,926 2,059 
Wages and salaries oo. Baez 2,967 3,323 3;972% 4,038 4,275 





H.M. Forces(?)_ .. as 80 127 388 653 861 1,086 
Pension payments ‘ 131 133 151 178 201 221 
Unemployment payments(*) 113 97 64 30 20 17 
Health payments oa 34 35 35 33 40 44 
Other transfers , _— 6 15 29 II 6 
Personal income .. -» 4,779 5,033 5,760 6,407 7,097 7,708 





1938 1939 1940 1941 1942 1943 
Consumption(*) .. .. 3,648 3,709 3,792 3,920 4,093 4,098 
Property transfers(®) _.. 66 66 66 67 68 68 
Indirect taxes, net(®) as 424 469 518 637 764 883 
Direct tax payments(’) .. 382 409 526 692 678 895 


Post-war credits(§) ae _ 10 125 170 
Death duties(*) .. aA go 87 85 94 100 104 
Tax accruals(?°) .. as II 32 46 37 196 83 


Net personal saving(?") .. (158) (261) (727) (950) (1,073) (1,407) 





Personal outlay .. -- 4,779 5,033 5,760 6,407 


7,097 7,708 





IMPERSONAL INCOME 


Impersonal income “a 259 369 615 919 962 995 





N.D.C. and E.P.T. i 15 28 68 231 348 483 
Other direct taxes(?*)_ _... 62 75 IIo 203 269 253 
Tax accruals(!*) .. eh 12 86 247 290 145 49 
Net impersonal saving(!*) 170 180 190 195 200 210 
Impersonal outlay ies 259 369 615 919g 962 995 





(7) Rent of land and buildings interest (including National Debt interest and interest accrued 
on National Savings Certificates) and profits received by persons. (*) Pay and allowances (in 
cash and kind) of members of H.M. Forces and Auxiliary Services. (*) Including payments for 
the relief of poverty. (*) At factor cost, i.e. personal expenditure on consumption adjusted for 
subsidies and specific indirect taxes, rates, etc. (5) Personal expenditure involved in the ac- 
quisition and transfer of property and life assurance. (*) Excess of indirect taxes and rates 
specifically on consumption over subsidies. (7) Including War Damage Act contributions and 
premiums met out of personal income but excluding income tax payments due for repayment 
after the war and death duties, etc. (§) Income tax payments due for repayment after the war. 
(*) And stamps on the transfer of property. (?°) Excess of direct tax liabilities on personal income 
Over payments. (14) After setting aside the excess of direct tax liabilities over payments. 
('?) Including War Damage Act contributions and premiums met out of impersonal income. 
(5) Excess of direct tax liabilities on impersonal income over payments. (34) After setting aside 
the excess of direct tax liabilities over payments. 
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£10 millions of last year’s increase in saving was on account of companies 
and the whole of the remainder on account of personal savings. 

The counterpart of the substantial increase in saving is, of course, a 
correspondingly small increase in expenditure on consumption. In contrast 
with a rise of £300 millions in 1942 on consumption expenditure at market 
prices, last year’s increase was no more than £124 millions. And this is more 
than accounted for by the further expansion of £147 millions—to no less a 
sum than £1,053 millions—in expenditure on drink and tobacco, the greater 
part of which represents merely payment of indirect taxation. Even at 
market prices, outlay on many items of consumption—such as food, clothing 
and household goods—actually showed a decline; while consumption at 
factor cost (i.e. allowing for indirect taxation and subsidies) was almost exactly 
unchanged on the year. All told, it is evident that inflationary tendencies 
are being held well in check. 


DISTRIBUTION OF CLEARING BANK DEPOSITS 
(£ million) 








December 31 : June 30: 

194I 1942 1943 1949 I94E 1942 1943 

(1) Total deposits -. 3,329 3,629 4,032 | 2,469 2,946 3,263 3,630 
Less— 

(2) Advances... .. —807 —773 —743 | —962 —859 —800 —744 
(3) Total deposits (net) .. 2,522 2,856 3,289 | 1,507 2,087 2,463 2,886 
(4) Personal deposits (net) 692 820 972 617 661 704 859 
(5) Other deposits (net)... 1,830 2,036 2,317 890 1,426 1,759 2,027 


Net personal deposits in line (4) exclude the accounts of businesses, financial institutions, 
public authorities, and also, for example, those of individual traders, shopkeepers, farmers and 
professional men where the accounts are known to be used for the purpose of business. Non- 
resident deposits and sundry accounts are also excluded. No attempt has been made to adjust 
for the amount of bank accommodation obtained by the discounting of bills. The figures in 
line (5) have been obtained by subtracting those in line (4) from those in line (3). Thus line (5) 
includes non-resident deposits and sundry accounts as well as the business deposits of which 


it is mainly made up. 





REVENUE AND EXPENDITURE 


Year ending Ordinary Supply Ordinary Surplus (+) 
March Expenditure Services Revenue or Deficit (—) 
£m. fm. £m. £m. 
1936 . = = 774-5 537-7 778.9 + 4.4 
1937 sa a i 830.1 594-9 823.3 — 6.8 
1938 o% ‘i a 898 .1* 669 .9* 872.6 —25.5* 
1939 “a “a e 1054.8* 823.8* 927.3 —127.5* 
1940 - - .. 1809.7* 1570.0* 1049.2 —760.5* 
1941 v 7 o. Soo7.a 3637.1 1408.9 —2458 .3 
1942 v - ~ (76.9 4501.6 2074.1 —2701.6 
1943 wa es ~. $023.2 5295.8 2819.9 —2803.3 
1944 a a = 5788 .4 5407.5 3038.5 —2749.9 
1945( estimate) .. .. 5937-4 5501.4 3101.8 —2835.6 


* Allowing for loan expenditure. 
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After “Planning”—W hat ? 


I: is commonly accepted that Fascism and Socialism are the very antithesis 





of each other, an idea which seems on the face of it to be borne out by the 

bitter persecution of Socialists in Germany and Italy. In his new book, 
“The Road to Serfdom ” (Routledge, price 12/6), Prof. Hayek puts forward 
a very different interpretation of the relationship between the two systems. 
There are, after all, such things as civil wars as well as wars; and in Prof. 
Hayek’s conception, it was the overthrow of liberal ideas and the dissemination 
of collectivist ideas by the Socialists in Germany which prepared the way 
for the Nazis. ‘‘ The conflict in existence between the National Socialist 
“ Right ” and the “ Left ’” in Germany is the kind of conflict that will always 
arise between rival Socialist factions. . . . The supreme tragedy is still not 
seen that in Germany it was largely people of goodwill, men who were admired 
and held up as models in this country, who prepared the way, if they did not 
actually create, the forces which now stand for everything they detest... . 
It was the prevalence of Socialist views and not Prussianism that Germany 
had in common with Italy and Russia—and it was from the masses and not 
from the classes steeped in the Prussian tradition, and favoured by it, that 
National-Socialism arose.”’ 

Given this interpretation of events in Germany, it is possible to place a 
disturbing construction on the current drift of thought in this country. 
“Tf it is no longer fashionable to emphasize that ‘ we are all Socialists now,’ ”’ 
Prof. Hayek holds, ‘‘ it is because the fact is too obvious. Scarcely anybody 
doubts that we must continue to move towards Socialism, and most people 
are merely trying to deflect this movement in the interest of a particular 
class or group.”’ Admittedly, ‘‘ conditions in this country are still so remote 
from those witnessed in recent years in Germany as to make it difficult to 
believe that we are moving in the same direction.”’ Yet “‘ there is more than 
a superficial similarity between the trend of thought in Germany during and 
after the last war and the present current of ideas in this country. There 
exists now in this country certainly the same determination that the organiza- 
tion of the nation we have achieved for purposes of defence shall be retained 
for the purposes of creation. There is the same contempt for nineteenth 
century liberalism, the same spurious ‘realism’ and even cynicism, the same 
fatalistic acceptance of ‘ inevitable trends.’ And at least nine out of every 
ten of the lessons which our most vociferous reformers are so anxious we 
should learn from this war are precisely the lessons which the Germans did 
learn from the last war and which have done much to produce the Nazi 
system.” 

Many people will be inclined to dismiss as fanciful this conception of 
current political tendencies and their possible consequences. They will argue 
that the trend is not towards Socialism but towards something quite different, 
namely “ planning,” which is merely a method of improving the existing 
economic system to ensure that it will work better than in the past. Nor 
would Prof. Hayek deny that there is one type of planning which fits this 
definition, the kind of planning that economists now unanimously agree is 
needed to stabilize aggregate monetary demand and so smooth out the ups 
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and downs of the trade cycle. Unfortunately, it would be idle to deny that 
it is not this type of planning which is popular with political parties and 
organized economic groups. The fashionable kind of planning is that which 
aims at the suppression of competition and the substitution of legalized 
monopolies within one industry after another, and even at the combination 
of industries into still more gigantic monopolies (fuel, transport) to limit the 
area of competition still further. 

It is not difficult to understand the driving force behind this movement, 
nor its appeal to so many well-meaning persons of widely varying political 
views. Monopoly means security of profits to the owners of existing capital 
in the industry, and of employment to the workpeople attached to it. More- 
over, the creation of the monopoly may secure certain real economies that 
make it possible for producers to reap these gains, not only without raising 
prices, but actually while sharing the monopoly profits with the consumer. 
The latter does not get the full benefit of any economies, as he would under 
competition ; but under competition, of course, economies of some kinds 
(the elimination of reserve capacity) could not be secured. And people are 
not likely to be too impressed by the warning that in the long run the public 


may pay dearly for its share of the monopoly profits. “ Though it should be 
clear that . . . the higher wages which the monopolist is in a position to pay 


re just as much the result of exploitation as his own profit, and are just as 

certain to make poorer not only all the consumers but still more all other 
wage-earners, not merely those who benefit from it but the public generally 
nowadays accept the ability to pay higher wages as a legitimate argument 
in favour of monopoly.” Hence the undeniable trend towards a sy ndicalist 
or corporative organization, resulting from the deliberate collaboration of 
organized capital and organized labour.* 

As Prof. Hayek points out, however, this situation can be no more than a 
transition stage. ‘‘ Once this stage is reached the only alternative to a return 
to competition is the control of the monopolies by the State, a control which, 
if it is to be made effective, must become progressively more complete and 
more detailed.’”” And once the State is in control of a large sector of the 
country’s economic life, a fundamental change has already been wrought in 
the economic system. “ Although competition can bear some admixture of 
regulation, it cannot be combined with planning to any extent we like without 
ceasing to operate as an effective guide to production ’’; the tendency must 
inevitably be to carry planning to its logical conclusion by completing the 
move towards a completely collectivist economy under centralized direction. 
At the outset, such a system might conceivably even mean a rise in the material 
standard of living. The cost of such a gain would be on the one hand the 
danger of petrification, for one cannot believe that the same responsiveness 
to changes in demand and technique as under a free price system would be 
maintained in a collectivist economy: ‘‘ Where the power which ought to 
check and control monopoly becomes interested in sheltering and defending 
its appointees, wherefor the Government to remedy an abuse is to admit re- 
sponsibility for it, and where criticism of the actions of monopoly means 
criticism of the Government, there is little hope of monopoly becoming the 





* See ‘‘ The State and Industry,” The Banker, September 1943, p. 146. 
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servant of the community. . . The State itself becomes more and more 
identified with the interests of those who run things than with the interests 
of the people in general.’ In addition, a completely planned system must 
mean the end of economic freedom, not only of that freedom of consumers’ 
choice which so many people now value so lightly, but also of freedom of 
enterprise and freedom to choose one’s job. This indeed is implicit by 
definition in the very concept of planning, which involves restrictions on 
entry when applied to a single industry and implies power to direct workers 
between ditte rent employments when applied throughout the economy as a 
whole. “ Certainty of a given income cannot be given to all if any freedom 
in the choice of one’s job is to be allowed.”’ 

Even more important than the threat to economic freedom is the threat 

political freedom implicit in the prevailing tendencies. “ Democratic 
government has worked successfully,” Prof. Hayek points out, “ where, and 
so long as, the functions of government were, by a widely accepted creed, 
restricted to fields where agreement among a majority could be achieved by 
free discussion ; and it is the great merit of the liberal creed that it reduced 
the range of subjects on which agreement was necessary to one on which it 
was likely to exist in a society of free men. It is now often said that democracy 
will not tolerate ‘capitalism.’ If ‘capitalism’ means here a competitive 
system based on free disposal over private property, it is far more important 
to realize that only within this system is democracy possible. When it be comes 
dominated by a collectivist creed, democracy will inevitably destroy itself.’ 
Indeed, Prof. Hayek is able to quote no less an authority than Karl Marx 
for the conclusion that ‘the evolution of private capitalism with its free 
market had been a precondition for the evolution of all our democratic 
freedoms,’’ though this gentleman did not perceive the corollary that the 
“" might possibly be reversible. 

The incompatibility between planning and democracy is on reflection 
quite a ar. Ina collective system, Parliamentary institutions “ are not asked 
to act where they can agree, but to produce agreement on everything—the 
whole direction of the resources of the nation. . . . Nor can a coherent plan 
be achieved by breaking it up into parts and voting on particular issues. A 
democratic assembly voting and amending a comprehensive economic plan 
clause by clause, as it deliberates on an ordinary bill, makes nonsense.” 
Hence the familiar impatience with democratic procedure, the demands for a 
sweeping away of the Parliamentary “ talking-shop’”’ and the substitution 
of an economic dictator who will “ get things done.’ 

Before this stage is reached, of course, the compromise is increasingly 
adopted of delegated legislation, “the first step in the process whereby a 
democracy which embarks on planning progressively relinquishes its powers.” 
So long as the power that is delegated is merely the power to make general 
rules, Prof. Hayek admits, there may be good reasons for leaving this task 
to local rather than central authority. But too often the authority given is 
‘power to make with the force of law what to all intents and purposes are 
arbitrary decisions (usually described as ‘ judging the case on its merits’)... . 
If the law says that such a Board or Authority may do what it pleases, anything 
that Board or Authority does is legal—but its actions are certainly not subject 
to the Rule of Law. By giving the Government unlimited powers the most 
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arbitrary rule can be made legal; and in this way a democracy may set up 
the most complete despotism imaginable.” ‘s 

These, then, are in brief and sketchy outline the main strands of the 
argument which Prof. Hayek presents with great scholarship and skill in 
this unusually stimulating work. Few will be prepared to accept his thesis 
in its entirety and without reservation, and his ideas are unlikely to find much 
of a hearing among the “ Socialists of All Parties’’ to whom the book is 
dedicated. Those who retain some respect for the rights of the individual 
and have not succumbed completely to the prevailing State-worship will be 
more ready to admit that his analysis has something in it. But even among 
this dwindling minority, many will object either that the drift towards 
monopoly is inevitable, or that Prof. Hayek might as well have saved his 
breath if all he can offer us is a return to “ laisser faire.” Neither objection is 
valid. Despite all assertions to the contrary, it can be abundantly proved that 
the recent growth of monopoly owes little or nothing to any inherent tech- 
nological tre end towards large productive units. Its typical expression is the 
spread of trade associations with disciplinary and price-fixing powers. It isa 
purely institutional movement, drawing its motive force from the craving 
for security induced by years of depression among both management and 
labour. And it is assisted by the tacit acceptance of restrictionist ideas (also 
as a by-product of slump) among the judiciary and politicians—the trend of 
thought which has given us legz lize d monopolies as measures of planning and 
has undermined the old Common Law doctrine of monopoly as a criminal 
conspiracy in restraint of trade. The drift to monopoly is a product of 
economic thinking, not of economic facts. Secondly, it is not true that the 
restoration of competition is the same thing as a return to the “ chaos of 
laisser faire.’’ It is merely the choice of planning for competition instead of 
against competition. ‘“‘ To create conditions in which competition will be as 
effective as possible, to supplement it where it cannot be made effective, to 
provide the services which, in the words of Adam Smith, ‘ though they may 
be in the highest degree advantageous to a great society are, however, of such 
a nature that the profit could never repay the expense to any individual or 
small number of individuals,’ these tasks provide indeed a wide and un- 
questioned field for State activity. In no system that could be rationally 
defended would the State just do nothing. . . The functioning of competition 
not only requires adequate reorganization of certain institutions like money, 
markets and channels of information—some of which can never be adequately 
provided by private enterprise—but it depends above all on the existence of 
an appropriate legal system. . . There is, finally, the supremely important 
problem of combating general fluctuations of economic activity and the 
recurrent waves of large-scale unemployment which accompany them. This 
is, of course, one of the gravest and most pressing problems of our time. 
But, though its solution will require much planning in the good sense, it does 
not—or at least need not—require that special kind of planning which according 
to its advocates is to replace the market.” It is a tragic irony that with the 
greater knowledge we now possess of the control of the trade cycle, the slump 
of the ‘thirties would now be impossible ; yet owing to the intellectual legacy 
of the depression, the opportunity to apply that knowledge in the future may 
be denied us. The only hope is that our business men may yet realize in time 
where their penchant for monopoly is leading us. 





ir 
di 


set up 


of the 
kill in 
thesis 
| much 
ook is 
vidual 
will be 
among 
ywards 
ed. his 
tion is 
d that 
- tech- 
is the 
It isa 
raving 
it and 
s (also 
end of 
ig and 
iminal 
uct of 
at the 
aos of 
oad of 
be as 
ve, to 
y may 
f such 
ual or 
d un- 
onally 
tition 
loney, 
uately 
nce of 
ortant 
d the 

This 
time. 
t does 
yrding 
h the 
slump 
egacy 
» may 
| time 





105 





International Banking 


France 


the value of the franc in Metropolitan France at 300 to the pound, com- 

pared with 200 for the French colonies. Although this report is under- 
stood to be premature, it is believed in usually well-informed quarters that 
the rate of 300 is likely to be decided upon. Negotiations are conducted in 
Washington with the representatives of the French Committee of National 
Liberation, and even though the latter would favour the application of the 
rate of 200 for all French territory, there is a possibility that they will agree 
to the rate of 300 in return for concessions of a political character. 


A\ the vatue of to Press reports, the Allies are said to have decided to fix 


In view of the unfavourable experience with the lira rate, the probable 
fixing of the franc rate at 300 is viewed with concern in many quarters. It 
is feared that the result would be unduly heavy purchases of civilian goods 
by the Allied troops, leading to a rise in prices, and that this in turn will 
lead to wholesale hoarding of food, increasing the difficulties of the Allies in 
feeding the civilian population and the armed forces. The view is widely 
held that even if, in view of the degree of inflation brought about by German 
occupation, the rate of 300 should eventually prove to be justified, it would 
be advisable for the present to fix the rate at a figure at which it would not 
tend to cause a rise in prices. The subsequent devaluation of the franc, 
should this become necessary, would be easy to carry out, while once it were 
devalued it would be out of the question to raise its value. 


Switzerland 


The annual report of the Swiss National Bank contains some interesting 
information about the new policy adopted by the bank during 1943 in two 
directions : namely, resort to the sale of gold internally, and to the sale of 
francs in New York. The object of the sale ‘of gold was to mop up the increase 
in the note circulation through the financing of the frozen dollar balances of 
Swiss exporters. The } National Bank was unable, however, to pursue this 
policy on a large scale, owing to the fact that the bulk of its gold reserve was 
held abroad, and much of the gold stock held in Switzerland had to be kept in 
reserve for other purposes. Between the two wars, the Swiss National Bank 
resorted on more than one occasion to the device of putting gold coins into 
circulation, in order to reduce the volume of notes. The gold coins were 
always immediately hoarded, so that the replacement of notes by coins 
produced a net reduction in the total monetary circulation. 


The Swiss National Bank can well afford to part with gold, for its gold 
reserve had increased considerably since the beginning of the war. Its present 
policy has been adopted owing to the embarras de richesse caused by an 
excessive influx of dollars sold to the National Bank by exporters. To dis- 
courage this unwanted influx, the bank has adopted various devices during 
recent months. Last summer, it put a limit to the monthly amount of dollars 
bought from watch exporters. Subsequently this measure was relaxed, in 
that dollars in excess of the quota were bought but not paid for immediately. 
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Early this year the attempt at discouraging the influx was strengthened 
again by a refusal to assume the full exchange risk on the amounts thus sold. 


The object of the sale of francs in New York was to lower the premium 
on the franc against the dollar. This again could not be practised on a large 
scale, for the acquisition of large amounts of dollars would have offset the 
effect of the sales of gold in Switzerland. The net result of the bank’s gold and 
foreign exchange policy was an increase of its gold reserve in the United States 
and a decline of its gold reserve in Switzerland. 

The annual report criticizes those who were exercising pressure in favour of 
an increase of exports. It points out that the fact that the exports are invoiced 
in francs makes no difference, for the acquisition of francs by foreign importers 
tends to increase the premium on the franc. Even though this enables 
Switzerland to import more cheaply, at the same time it aggravates the 
problem of the Swiss National Bank to unload unwanted foreign exchange. 


Turkey 

The publication of the terms of the Turkish debt offer caused disappoint- 
ment in financial circles. Owing to the improvement of Turkey’s finances 
as a result of her highly profitable neutrality, it was expected that she would 
be able to offer her creditors more generous terms. It was only recently that 
the annual report of the Central Bank announced that the Turkish note 
circulation is now more than covered by the gold reserve. Trade in Turkey 
is prosperous, and she would be in a position to improve on her offer. 

Nor is this the only reason, or even the most important reason, why 
Turkey is at present under a cloud in the City. There is much criticism of 
her attitude towards Germany. Apart altogether from her unwillingness to 
enter the war on the side of the Allies—notwithstanding her Treaty obligations 
to that effect—the fact that she has fully maintained, and even increased, 
her trade with Germany is subject to much criticism. In particular, the 
sudden increase in sales of chrome to Germany was resented. 


China 


According to a recent declaration by Dr. Kung, Chinese Finance Minister, 
the proceeds of the $200,000,000 loan granted by the United States will be used 
for stabilizing prices and absorbing surplus purchasing power. This is in- 
terpreted as an indication that the gold would be sold internally at current 
prices in order to absorb large amounts of notes. Negotiations are also 
believed to be in progress to permit China to make similar use of the British 
loan, but in view of the decline of British gold supplies and the necessity of 
selling gold in India and Egypt it seems unlikely that any such arrangement 
will be reached. 

Dr. Kung stated that the Government was doing its best to maintain the 
dollar rate at 20 yuans for each dollar, against a black market price of 200 
yuans. The view is widely held, however, that a more realistic rate would 
stand a better chance of becoming consolidated and of inspiring confidence. 
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Publications 


Ten Years of Controlled Trade in South-Eastern Europe. By N. 
Montchiloff. (Cambridge University Press, price 6s.) While relief action by 
the U.S.A. and Great Britain would no doubt afford vitally important help 
to South-Eastern Europe, the author argues, “it must be clearly realized 
that all these measures, even successfully put into operation, are unlikely 
to provide South-Eastern Europe with transferable means for repayment of 
the investments involved. And unless transfer difficulties are overcome with 
respect to the European markets of the region (such as Germany, Switzerland 
and the Scandinavian countries), there are no prospects in sight for breaking 
the shackles of bilateral trading. ‘‘ The resources of all kinds available to 
each of these countries cannot provide sufficient ground for real workable 
solutions unless Government action, combined into a joint long-term effort 
on a regional basis, be set going with the close and active assistance of the 
Great Pow ers. Should such a thing happen in reality, ten years of Government 
control of trade and exchanges in South-Eastern Europe might provide all 
concerned with useful instruments tested by hard work in a long series of 
attempts at dealing with some of the main economic troubles of our time.” 


The Missing Technician. By John Gloag. (Allen and Unwin, price 
7s. 6d.) For too many years, says Mr. Gloag, our manufacturers “ have put 
over the idea that Queen Anne is not dead, but alive and implacably un- 
progressive, and that the first four Georges are still on their thrones.’’ In 
other words, the “ missing technician ’”’ is that hitherto neglected cog in the 
industrial machine, the industrial designer. Mr. Gloag gives many examples 
of the improvements effected in various products by means of modern design, 
and he describes in detail the work of “ Design Research Committees, ” a 
method of collaboration between manufacturers and industrial designers 
which has been tested over a number of years. Working with manufacturers 
on the lines suggested, Mr. Gloag holds, our able industrial designers ‘‘ could 
give to our goods the one quality that precludes competition : national 
character.”’ 


A National Policy for Coal. (Tory Reform Committee, price 1s.) The 
pamphlet stresses that the number of independent undertakings in the coal 
industry is still too great, and the size of the average unit in consequence 
too small, to permit maximum efficiency. Its chief recommendation is com- 
pulsory amalgamations to raise the size of units to the optimum level in each 
region, finance for the development of the merged undertakings to be provided 
by the Bankers Industrial Development Co., against the security of the future 
output of the region. 


Accent on Export. By E. C. Boughton. (The Leather, Footwear and 
Allied Industries Export Corporation, price 2s.) Discusses the possibilities 
of such devices of co-operative marketing schemes and specialized market 
research as a means of expanding exports. It recommends a compulsory 
levy on the industry concerned in order to finance export drives, and urges 
that a single Government department—such as the D.O.T.—should be made 
the sole medium for the transmission to industry of the decision and desires 
of the Government of the day in all export questions. 
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Wool: A Review. (New Zealand Loan and Mercantile Agency Co.) An 
admirable survey of wool as an article of commerce, containing a great deal of 
useful statistical and other factual material. It is suggested that the wartime 
accumulation of raw wool may amount to as much as 3,000 to 3,500 million lbs. 
The pamphlet concludes with a discussion of what kind of regime is to succeed 
the wartime controls. 

London’s Stake in Overseas Trade. (London Liberal Party, price 1s.) 
A pamphlet containing the addresses delivered at a public meeting in November 
last. Among the speakers was Mr. A. V. Barber, of the Banking Information 
Service. 


Bank and Public Holidays throughout the World. (Guaranty Trust) 





Appointments and Retirements 


Anglo-Portuguese Colonial and Overseas Bank—For reasons of health, 
Mr. W. J. Woolrich, O.B.E., has resigned from the Board. 


Bank of Montreal—Senator Lucien Moraud, solicitor, Quebec, has been 
elected a director of the Bank. 

Lloyds Bank—Aberavon: Mr. B. Morris, from Skewen, to be manager. 
Braunton: Mr. H. W. Mules, hitherto clerk-in-charge, to be manager. 
Byfleet, West: Mr. G. H. H. Cockram, from Oxford, to be manager on the 
approaching retirement of Mr. J. Butland. Cheapside, E.C.: Mr. W. W. D. 
Redwood, from Tottenham Court Road, W., to be manager on the approaching 
retirement of Mr. E. W. F. Barton with the exceptional record of nearly 
51 years’ service. Honiton: Mr. A. V. Campbell, from Watlington, to be 
manager on the approaching retirement of Mr. B. H. Cock. Neath: Mr. 
J. M. Williams, from Aberavon, to be manager on the approaching retirement 
of Mr. J. J. Thomas. Oxford: Mr. R. W. Hindhaugh, from the inspection 
staff, to be sub-manager. Skewen: Mr. J. M. W. Griffiths, from Ystalyfera, 
to be manager. Tottenham Court Road, W.: Mr. A. Gibson, from Head Office 
(formerly manager, New Oxford Street, W.C.), to be manager. 

Martins Bank—Bishop Auckland Branch: Mr. E. B. Russell, from Crook 
Branch, has been appointed manager in succession to Mr. L. C. Waud, retired. 
Crook Branch: Mr. G. H. Bennett, from Willington branch, has been ap- 
pointed manager in succession to Mr. E. B. Russell. Stockton-on-Tees Branch : 
Mr. G. H. Bell, from Sunderland branch, has been appointed manager in 
succession to Mr. E. Stephenson, who has retired. Wallington Branch: Mr. 
H. Jackson, from Sedgefield branch, has been appointed manager in succession 
to Mr. G. H. Bennett. 

The National Bank of Scotland—Glasgow Anderston: Mr. A. M. Ross, 
agent, has retired. He is succeeded by Mr. John Thomson, sub-agent, Glasgow 
St. Enoch Square branch. Glasgow St. Enoch Square Branch: Mr. William 
Matthew Young, interim accountant, has been appointed accountant. 
North of Scotland Bank—The Rt. Hon. Lord Forbes, has been appointed 
to the board in succession to The Rt. Hon. the Earl of Caithness, C.B.E., LL.D., 
whose resignation has been accepted with regret and who has rendered valuable 
service to the institution as a director during a period of about twenty years. 
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NATIONAL BANK OF EGYPT 


GREAT EXPANSION AND 


STRONGER 


POSITION 


ALY SHAMSY PASHA’S REVIEW 


OF EGYPTIAN AFFAIRS 


of the shareholders of the National Bank 
of Egypt was held at the head office in 
Cairo on March 29. 


T HE forty-fourth ordinary general meeting 


Aly Shamsy Pasha, the president, was in 


the chair. 
REPORT OF THE DIRECTORS 

The directors present to the shareholders the 
balance sheet and profit and loss account for 
the year ended December 31, 1943. 

The gross profit for the year, after providing 
for depreciation on the bank’s buildings and 
furniture, for rebate of discount and for 
doubtful debts, amounts to: 


After deducting from this sum : 
For Directors’ Fees L.E.19,500:000 
For Current Expenses L.E.752,245:134 L.E.771,745:134 





there remains ; L.E.450,522:389 

In conformity with 
Article 49 of the 
Bank’s Statutes a divi- 
dend of 4% is payable 
on the Share Capital. . 





After this distribution 

there remains L.E.333,522:389 
Adding to this the 

balance brought for- 

ward from last year L.E.252,016:996 





the amount available is 
From this amount the 
Directors recommend 
the payment of an 
additional dividend of 


11% on the Share 
Capital, which will 
absorb af L.E.321,750:000 


and to carry forward 
the balance of 7 L.E.263,789:385 


The total dividend for the year will thus be 
at the rate of 15 percent. An interim dividend 
of 4 per cent. having been paid on September 1, 
1943, there remains to be distributed the 
balance of 11 per cent., which will be paid less 
taxation in accordance with existing laws. 


BALANCE SHEET, 31st DECEMBER, 1943 
ISSUE DEPARTMENT 

















LIABILITIES L.E. MM. 
Notes issued 101,400,000 000 
101,400,000 000 
ASSETS L.E. MM. 
Gold ns és oe és 6,240,583 308 
Egyptian and _ British Government 
Treasury Bills and Securities 95,159,416 692 
101,400,000 000 
BANKING DEPARTMENT 
LIABILITIES L.E. MM. 
Share Capital : 

300,000 fully paid Shares of {10 each 2,925,000 000 
Statutory Reserve Fund 1,462,500 000 
Special Reserve a : , 1,462,500 000 
Current, Deposit and other Accounts 58,141,359 608 
Egyptian Government 64,038,113 It 
Sudan Government re 900,420 787 
Public Debt Special Account 2,547,036 574 
Bankers’ Accounts én 18,582,598 721 
Cheques and Bills payable 323,238 381 
Dividends Unclaimed 486,592 136 
Acceptances, &c. ‘ ; os os 2,130,198 888 
Provision for payment of final dividend at 

the rate of 119% per annum 321,750 000 
Profit and Loss Account Balance 263,789 385 

153,585,698 391 
ASSETS L.E. MM. 
Government Securities and Securities 

guaranteed by the Egyptian Govern- 

ment : ‘ nee .. 113,589,479 404 
Sundry Securities he ro ws 666,856 272 
Advances on Merchandise. . ; ia 2,901,841 210 
Advances on Securities ‘ : 476,874 177 
Sundry other Advances .. ‘ er 1,499,278 968 
Bills discounted 50,246 179 
Buildings ; be és se 150,000 000 
Money at Call and at Short Notice oo 14,635,725 000 
Bankers’ Accounts os oe 11,435,914 298 
Clients’ Liability for Acceptances, &c., 

as per contra aa - 2,130,198 888 
Cash : 

N.B.E. Notes .. L.E.5,796,776:750 

Other Notes& Coin L.E. 252,507:245 

— 6,049,283 995 
153,585,698 391 
R. S. ROLO, 
S. WAHBA, C. N. NIXON, 
Directors. Governor. 
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REPORT OF THE AUDITORS 


We have examined the books of the National 
Bank of Egypt and in our opinion the above 
balance sheet is properly drawn up so as to 
exhibit a true and correct view of the state of 
the Bank’s affairs as shown by the books. We 
have also verified the cash, notes, and securities, 
at the Head Office and at the Cairo and Alex- 
andria branches and have found the same 
correct. The London returns have been 
audited and certified by Messrs. Deloitte, 
Plender, Griffiths and Co., Chartered 
Accountants. 

J. C. SIDLEY, 
R. R. Brewis, 


Chartered Accountants. 
Cairo, February 25, 1944. 
PROFIT AND LOSS ACCOUNT 
Dr. L.E. MM. 
Directors’ Fees , 4 : 19,500 000 
Current Expenses .. : 752,245 134 
Interim Dividend at the rate of 4 6 per 
annum 
Provision for payment of final dividend 
at the rate of 11% per annum 
Balance carried forward 


117,000 000 


321,750 000 
263,789 385 


1,474,284 519 





Cr. L.E. MM. 
Gross Profit for the year ended 3rst 
December, 1943, after providing for 
depreciation on buildings and furni- 
ture, for rebate of discount, and for 
doubtful debts 
Balance brought forward irc om last year 





2,016 996 


1,474,254 519 


THE PRESIDENT’S ADDRESS 


The growing expectation of an end to hos- 
tilities in Europe within a measurable space of 
time has directed increasing attention to the 
economic and social problems which will arise 
during the transition from war to peace. In 
this country we have not suffered the devasta- 
tion of war and, notwithstanding the hard- 
ships inflicted on the poorer classes of the 
population by the continuous rise in the price 
level, numerous branches of commerce and 
industry have prospered, while economic 
activity has been stimulated to a degree never 
before experienced. The transient nature of 
some of this prosperity should not, however, 
escape us, and the problems to be faced in 
the post-war period may well prove more 
difficult of solution than would have been the 
case had remedies been taken earlier to check 
profiteering and speculation. 

Our national finances, which have for long 
been prudently administered, derived added 
strength from prevailing conditions and the 
repatriation of our foreign debt is an achieve- 
ment from which permanent benefit will 
ensue. I shall comment on this operation 
later, but first let me refer to other matters 
of interest. 

RESULT OF 

As a result of 


ALLIED SUCCESSES 

Allied successes in the 
Mediterranean area, hopes were entertained 
that our imports would increase, but the 
paramount difficulty of shipping and the 
shortage of consumer goods in overseas manu- 
facturing countries made their realisation 





impossible. We will clearly have to await the 
turnover of foreign industry from the needs 
of war to those of peace before supplies are 
available in any quantity and moreover, 
domestic requirements in the countries con- 
cerned will obviously be heavy and the needs 
of the war-ravaged areas will no doubt also 
obtain priority. The value of imports during 
the year was lower than in 1942 mainly due 
to decreased arrivals of textiles, coal and tea. 
On the other hand, the reopening of the 
short sea route through the Mediterranean led 
to an increase in the export trade, the bulk 
consisting of raw cotton. Egypt’s visible 
adverse balance of trade has thus been notably 
diminished, although the general balance of 
payments continues overwhelmingly in her 
favour due to the unceasing flow of funds 
disbursed locally by the Allied Forces. 

The 1942-1943 cotton crop, amounting to 
some 4} million cantars, or just over half the 
previous crop, reached record levels in quality 
and yield. Only 6 per cent. was tendered to 
the Government Buying Commission as 
market quotations steadfastly maintained 
upward trend, and later an increase of 20 per 
cent. in the official purchasing price for the 
1943-1944 crop was announced. The latter, 
which on account of poorer yields is expected 
to fall short of the 1942-1943 crop in size, is, 
however, composed predominantly of the finer 
varieties. 

World stocks of cotton remain high, and 
until the prospective rate of cultivation and 
consumption after the war can be more clearly 
guaged, the Government’s decision to maintain 
the present restricted cotton acreage in favour 
of a greater output of foodstuffs is, to say the 
least, prudent in view of the threatened world 
shortage. 


STANDARD OF LIVING PROBLEMS 


You will recall that, in May last, at the Hot 
Springs Food Conference, which Egypt 
attended, agricultural policies were agreed 
upon designed both to improve the nutritional 
standard of living of the countries represented 
and to provide surpluses for starving peoples 
elsewhere. On a more limited scale, the con- 
ference on agricultural development recently 
held in Cairo had also for its object the study 
of similar problems more directly affecting the 
countries of the Middle East. 

As far as Egypt is concerned, the total 
acreage under foodstuffs now exceeds that of 
pre-war years, but crops in 1943 met with some 
decline in yield owing to reduced imports of 
nitrate fertilizers, of which, however, we are 
promised greater quantities this year, and to 
the enforced adoption of a crop rotation system 
tending to exhaust the soil. Cereals production, 
with the exception of millet, does not yet 
appear to have reached a point where any large 
surplus in this country can be envisaged. 


DANGER OF INFLATION 


I need not weary you today with a repetition 
of the dangers of inflation nor recapitulate the 
factors that are combining to neutralize price 
control measures. The rise in the cost of 
living is often attributed solely to the country’s 
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greatly increased purchasing power, but it 
cannot be overlooked that in some countries 
increased purchasing power has not been 
allowed seriously to interfere with the price 
level of the primary needs of life. 

It may have been expedient some years ago 
to increase the price of cereals as an induce- 
ment to greater production when other methods 
were proving ineffective, but under present 
conditions when producers have obtained an 
adequate return it is vital that essential food 
be kept within the reach of poor consumers. 
If necessary, relief in the form of subsidies 
should be granted, although there would be 
enough for all at a fair price if equitable dis- 
tribution could be achieved. 

In November last, the sale of small gold bars 
was commenced by local banks under a scheme 
approved by the Government. The primary 
aim of the measure, which had already been 
introduced in adjacent countries and in India, 
was to attract surplus funds from undesirable 
investment in commodities into what, in the 
Orient particularly, has long been a popular 
form of storing wealth. It is too early to 
express an opinion as to the effect in this 
country, but it is interesting to observe that 
elsewhere gold sales have been accompanied 
by a fall in the price of commodities. 

TAXATION POSITION 

The incidence of direct taxation in E gypt is 
light for some sections of the community in 
comparison with that of many countries whose 
economies are more highly controlled and 
which benefit from longer fiscal experience. 
In justice to all classes a higher contribution 
from professional men and a more socially 
equitable syste of agricultural taxation may 
sooner or later be called for. Moreover, if it is 
deemed unnecessary to tax further the earnings 
and dividends act ruing from the uninterrupted 
prosperity enjoyed by commerce and industry, 
we might consider the compt ilsory investment 
of excess profits until the end of the war, as 
has been done elsewhere. 

Stock exchange quotations rose steadily 
during the first four months of the year, 
until in May a reaction set in due to appre- 
hensions that the favourable conditions en- 
joyed by commerce and industry might be 
adversely affected by a return to peacetime 
overseas competition. The decline was ac- 
celerated by the Allied successes in Sicily, 
until in July the Government felt obliged to 
intervene by forbidding uncovered trans- 
actions and introducing minimum quotations. 
In the following month, however, pronounce- 
ments by responsible Allied officials made it 
plain that Egypt would remain a great transit 
and supply base for the United Nations and 
that current restrictions on the production and 
transport of foreign goods would persist for 
some time after the cessation of hostilities. 
Stock Exchange values then rallied, and, with 
the exception of another period of uncertainty 
at the time of the Italian surrender, closed the 
year at a record level. 


CLEARING HOUSE RETURNS 


Further signs of the times are provided by 
the returns of the Cairo and Alexandria 


Clearing Houses, which show that 756,000 
cheques totalling £E266 million were cleared 
in 1943 against 690,000 cheques amounting to 
£E119 million in 1939. The number of bank- 
ruptcies last year was 15 against 181 in 1939, 
while the number of Bills Protested was 1,898 
compared with nearly 33,000 in 1939. The 
restriction of supplies has undoubtedly 
narrowed the field of commercial enterprise, 
but these figures indicate that many peace- 
time trading hazards have nowadays largely 
disappeared. 

The bank-note issue rose from {£E79.2 
million at the end of 1942 to fE1o1.4 million 
on December 31 last. Our statistics show that 
the proportion of the higher denomination 
notes in the total issue has, since 1938, more 
than doubled. This may be attributed in some 
measure to the convenience of large notes for 
the purposes of hoarding as well as of illicit 
trading. The amount of notes in circulation, 
let me recall, expands or contracts auto- 
matically in response to the current volume 
and value of commercial and financial trans- 
actions, and so long as these tend to be effected 
at ever rising levels no slackening in the demand 
for notes can be expected. 


EXPANSION OF CURRENCY 


During the World War of 1914-1918 a 
considerable expansion of curreney was ne- 
cessary, and after a year of hostilities the 
issue reached {E6.5 million ; three years later, 
the issue had increased to fE46 million and 
actually reached its peak in the year after the 
Armistice, when it stood at £E68.2 million. 
The issue has now attained a still higher 
figure, but the number of Allied troops and 
military expenditure generally in Egypt have 
been many times greater than in 1914-1918, 
and both factors have contributed to swell the 
demand for currency. As conditions returned 
to normal after the last war a rapid decline 
set in and within three years the issue had 
fallen to £E33 million. Thereafter a steady 
contraction in accord with a lower price level 
occurred and for some years prior to 1939 
the issue was relatively stable, in the neigh- 
bourhood of {E20 million, and only subject 
to seasonal fluctuations. It is reasonable to 
assume that with the departure of the Allied 
Forces and a return to a peacetime economy 
there will be a similar decline in the volume of 
our notes in circulation ; the elasticity of our 
currency system permits of such contraction 
without the slightest difficulty. 


PREVENTION OF INSTABILITY 


The subject of world currency has of late 
attracted great attention and it is well that 
we should reflect on the ultimate objective of 
the various schemes which have been pro- 
pounded. Briefly stated, it is the removal of 
obstructions to trade arising from currency 
instability and the promotion of an even and 
balanced flow in the exchange of goods. 

We in Egypt have reason to look back on 
our experience over several decades with 
every satisfaction. The link with the sterling 
pound has given us the inestimable benefit of 
exchange stability with our most important 








112 


customer, the British Commonwealth, and the 
fixed ratio which has been established so long 
has been of mutual value. The regional 
unification of currency and credit policy 
between neighbouring countries would have 
obvious advantages, and the monetary agree- 
ment recently signed in London between the 


Belgian and Dutch Governments is an in- 
teresting development Regional arrange- 
ments of this kind could, naturally, be in- 


tegrated as part of currency plans on a fully 


international basis. 


BUDGET FIGURES 

The Budget of the financial year 1944-1945 
has been drawn up at the record figure of 
{E70 million, which is {E5 million higher than 
last year and about double the pre-war Budget 
level Increased revenue is to be obtained 
from the creation of new duties as well as from 
a higher yield on certain existing taxes. 
Customs and Excise dues, railway receipt, the 
Supplementary and Exceptional Profits Taxes 
are to furnish the greater part of the increase 


It is interesting to note that Customs, Excise 
and Port dues represent 37 per cent. and 
railway earnings over 16 per cent. of total 
revenue 


Credit is due to the Government in that, 
whilst anxious to extend the education and 
health services, they are nevertheless opposed 
to increasing ordinary expenditure derived 


from extraordinary sources created by the 
war. Yet when it is realized that salaries, 
allowances and pensions absorb nearly 44 per 


cent. of the new 
for retrenchment under 
the question of redundant 
the fullest attention. 

It is most satisfactory that the Budget has 
more been balanced without recourse to 
the Reserve Fund, which the Government has 
announced its intention of conserving for 
utilization after the war under a five-year 
plan destined to raise the general standard of 
living by exploitation of the country’s agri 
cultural and mineral resources. 


Budget, one can only hope 
this head, and that 
staff will receive 


once 


INDUSTRIAL POSSIBILITIES 


Industry in Egypt has considerable possi- 
bilities of are gpomcty but it is nevertheless 
to be hoped that care will be taken to avoid 
sponsoring enterprises which will be incapable 
of survival unless protected by high Customs 
barriers, and this is particularly necessary in 
the case of industries manufacturing articles 
of universal consumption. The raising of 
tariffs would not only run counter to world 
tendencies which have for their aim precisely 
the lowering of such barriers after the war, but 
would, above all, operate at the expense of 
the mass of Egyptian consumers whose pur- 
chasing power is restricted enough already. 

I mentioned in my address to you last year 
as evidence of the pevailing superfluity of 
funds, that the Treasury had, in 1942, been 
able to borrow through its fortnightly tender 
of three-months’ Bills, at an average rate of 
1.12 per cent.: that rate fell during 1943 to 
around 0.64 per cent., and what had meanwhile 


become the weekly tender for £E500,000 
Treasury Bills was being consistently over- 
subscribed. At the same time the prices of 
Egypt’s internationally quoted Preference and 
Unified Bonds were rising steadily. 


TRANSFORMATION OF STERLING DEBT 
In circumstances such as these the Govern- 
ment judged it opportune, at the end of Sep- 
tember, to effect the transformation of Egy pt’ s 
sterling debt into an internal obligation, 
subject to various periods of redemption. Of 
idary interest to the major operation was 
the immediate repayment out of the Treasury's 
current resources of the Guaranteed 3 per cent., 
the Ottoman 34 per cent. and the Ottoman 
+ per cent. Loans, amounting in all to some 
£54 million ; similarly, the balances remaining 
= the 4} per cent. 1942-46 and 4 per cent. 
4-48 Cotton Loans, amounting to fE2} 
million, were reimbursed early this year after 
{E34 million of them had been tendered in 
liew ‘of cash subscription to the new national 
loans. 

The greatest attention was, of course, 
reserved for the fate of the Unified and 
Preference debts which together amounted to 
nearly £86 million, and of which it was known 
that about £53 million held locally. 
Public — to the conversion offer fully 
justified xpectations, and applications 
amounted to £42 million in Egypt, £44 million 
in London, ar id a a million in other foreign 
centres, notably Geneva. Of the unconverted 
portion of the debt. amounting to some {£39 
million, £214 million has already been repaid, 

hilst reimbursement of most of the remainder 
must perforce be deferred until conditions in 
Europe so permit. 


SECO! 


was 


BORROWING TERMS 


The funds to effect repayment were borrowed 
following terms. Firstly, to the 3} per 
Loan, repayable in twenty 
to thirty years, over {E20 million was sub- 
scribed in cash and Cotton Bonds, which 
added to the £E464 million resulting from 
conversion, gives a total of {E67 million for 
this loan. Secondly, £Er1 million was similarly 
bed to a 2} per cent. loan re epayable 
within twelve to fifteen years. Finally, a five 

to seven year loan at 2} per cent. and a two to 
three year loan at 1} per cent., for the sums 
of £E5 million and {F3 million respectively 
were offered and over-subscribed. The present 
public debt of Egypt thus consists of these four 
National Loans aggregating {£E86 million, 
which is {E9 million less than the total of the 

various loans previously outstanding, and of a 
floating liability of £E6 million Treasury Bills. 
The immediate saving in annual interest 
charges approaches £E700,000 and this, of 
course, will increase as the loans are amortized 
according to schedule. 

The needs of investors have thus been met 
by providing a choice of Government Bonds 
maturing after different periods, and the 
benefit of definite redemption has replaced 
the international marketability enjoyed by 
the old Unified and Preference debts. As a 
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consequence of these loan operations there is 
reason to look for a broadening of the internal 
market for Government securities. 


THE SUDAN 


In spite of certain adverse circumstances, 
including a locust invasion, agricultural pro- 
duction in the Sudan was well maintained last 
year. Cotton yields were heavy and the supply 
of grain crops sufficient for local consumption. 
Imports were of almost the same value as in 
the previous year, but exports marked a 
decline due mainly to reduced shipments of 
cotton. Larger exports of cotton-seed found a 
ready market in Egypt, although there was a 
decrease in the value of livestock sent to this 
country. 

Both revenue and expenditure in 1943 
exceeded Budgetary estimates and the year 
closed with a comfortable surplus, permitting 
the restoration of the Treasury Reserve to its 
1939 level; a notable achievement in the 
financial field, during the past four years, has 
been the gradual reduction of the public debt 
by one-third, and the country will thus be ina 
strong position to meet the exigencies of the 
post-war period. Revenue in 1944 has been 
estimated at the record level of £E5,970,000 
and expenditure at £E5,930,000. 


PRICE STABILIZATION RESERVE 


In addition to standard counter-inflationary 
measures, the Government has initiated with 
increasingly effective results a Price Stabiliza- 
tion Reserve into which is paid the difference 
between the internal and external prices of 
certain exports for the purpose of subsidizing 
the cost of essential imported goods. Thanks 
to such means, the cost of living in the Sudan 
has been controlled at a level which may well 
be envied in Egypt and other adjacent 
countries. 

Agricultural prospects for the 1943-44 
season are in general not unfavourable, 
although a smaller cotton crop is expected. 
The production of dura and wheat should 
satisfy the country’s overall requirements and 
even permit the strengthening of the Govern- 
ment’s grain reserves. 

Our branches in the Sudan have continued 
to render useful service despite the limited 
scope for commercial activity in prevailing 
circumstances. 


REFLECTION OF EASY MONETARY 
CONDITIONS 

The balance sheet which we present to you 
today reflects the easy monetary conditions 
which have prevailed throughout the year. 
The figures have reached a new high level and 
bear striking testimony to the important role 
which the Bank plays in the financial life of 
the country. The large increase in the Govern- 
ment balance is the outstanding feature and 
this is due to the highly satisfactory Budgetary 
position and also the successful loan flotations 
to which I have already referred. The Govern- 
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ment had, of course, to meet heavy payments 
early in the New Year in connection with the 
redemption of unconverted holdings of the 
Unified and Preference debts. 

Current, Deposit, and other accounts also 
show a very marked increase, while Bankers’ 
Balances are again considerably higher. I 
should like to take this opportunity of thanking 
our banker friends for their valued co-operation 
during the past year. 

Increased de posits do not necessarily mean 
higher earnings, however, and under present 
conditions we in common with other banking 
institutions experience difficulty in finding 
remunerative outlets for the employment of our 
funds. Our advances are lower than for several 
years past and trade demand for accommoda- 
tion has been very restricted, with the result 
that our dependence on earnings from invest- 
ments has become more and more evident. 
Stability of values and the trend of world 
money rates thus call for the closest considera- 
tion in our investment policy. Accordingly, a 
high degree of liquidity has been maintained 
with the inevitable consequence that the per- 
centage income yield on our Portfolio has been 
low during the past year. 


SATISFACTORY RESULTS 


Nevertheless, the results of the year have 
been satisfactory and suitable allocations to 
the Bank’s inner reserves have been made so 
that our position has been strengthened in 
conformity with the great expansion in our 
figures. 

The Profit and Loss Account for the year 
shows that earnings have improved by 
L.B.113,718 to L.E.1,222,267, while expenses 
are higher by L.E.115,839. The latter increase 
is due to heavier taxation payments, both in 
this country and in London, on our increased 
revenue and also to the grant of additional 
allowances to the staff to meet the rise in the 
cost of living. 

We, therefore, propose to maintain the 
distribution to shareholders at the same rate 
as last year and to add to the carry forward 
the sum of L.E.11,773. 

It was with deep regret that your Board 
learnt last summer of the death of Sir Bertram 
Hornsby, who was Governor from 1921 until 
1931 and thereafter a Director for eight years. 
An association of more than thirty-four years 
was thus terminated, and the great services 
Sir Bertram rendered to the Bank and to the 
country during his arduous career will long 
be remembered. 

There have been no changes on the Board 
since our last annual meeting, but five of your 
Directors are due to retire by rotation; they 
are Mr. Salvago, Chérif Sabry Pasha, Mr. 
Minost, Mr. Hann and Mr. Crawford, and all, 
I am glad to inform you, have consented to 
present themselves for re-election. 

In conclusion, I can but express our apprecia- 
tion of the way in which the staff have re- 
sponded to the many new calls made upon 
them, and I am sure you will join me in thank- 
ing them for their loyal and efficient service 
during the past year. 
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MERCANTILE BANK OF INDIA 


PROFIT AND DIVIDEND MAINTAINED 


STATEMENT OF SIR CHARLES INNES 


the Mercantile Bank of India, Limited, our cash, but it still stands at the substantial 
was held on April 18, at Winchester figure of £6,250,000. On the other hand, we 
House, E.C. have increased our holding of Government 
The following are extracts from the state- securities by nearly £3,000,000. 
ment by the Chairman, Sir Charles A. Innes, 
K.C.S.L., C.1.E., circulated with the report : INFLATIONARY TENDENCIES 
The balance-sheet continues to reflect war 
conditions Ihe totals on either side show The inflationary tendencies in the economic 
an increase of nearly {2,000,000 over the _ situation brought about in India by the war 
figures of last year. On the liabilities side the have long been obvious, and at one time it 
increase is due mainly to an expansion of our looked as if the situation might get out of 
current account Chis is a feature common control. In particular, the Government of 
to all banks. In our case the increase has _ India and most of the Provincial Governments 
taken place principally in India. India is a were slow in dealing with the most urgent 
vital su base for the Allied nations in the problem of all, namely, that of ensuring that 
East ‘he volume of contracts placed by the available supplies of foodstuffs should be 
S 
tl 
. 


Te Fifty-first Annual General Meeting has been a reduction of nearly {2,000,000 in 
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upply Department continues to expand, and fairly distributed at reasonable prices. Now 

ie increasing payments received from His’ the situation has improved. There has been 
Majesty’s Government on account of the supply an excellent harvest in Bengal, and all Govern- 
of war materials and services have led both to ments are encouraging the growth of food crops 
a growing accumulation of sterling balances and are introducing procurement and rationing 
and to large issues of currency for immediate schemes. Moreover, the Government of India 
payments in India It is not surprising, have introduced in the last six months a 
therefore, that the demand liabilities of the number of measures designed to check specula- 
scheduled banks have now risen to more than tion, profiteering, hoarding, and inflation. In 
500 crores, compared with 123 crores in August, the circumstances, it is, I think, satisfactory 
1939. In the last year, too, there has been a that we have been able to maintain our profits 
welcome improvement in the loans and _ atabout the same figure as last year and to pay 
advances of Indian banks, though the increase the same dividend and to make our usual 
has not kept pace with that of deposits. There allocations to reserves. 


BOW MAKER LIMITED 


For ALL TYPES of LONG TERM CREDIT 


OUR FACILITIES SUPPLEMENT THOSE OF THE BANKS 


BOURNEMOUTH: LONDON: 
BOWMAKER HOUSE, LANSDOWNE. 26, ST. JAMES'’S ST., S.W.1. 
rel: Bournemouth 7070, Whitehall 9901. 
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FINANCIAL NEWS ¢hough in short supply can still be purchased 


down the country. Should any difficulty arise write to the 
blisher at 20, Bishopsgate, E.C.2, and he will guarantee to supply you. 








